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SBA Small Business Investment Company Program
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SBICrogram Overview

The Small Business Administration (SBA) administ
businesses, including 1 oan gusaraacncteys sp rtoog rcaanpsi ttaol
programs to increase small business opportunitie
businesses, homeowners, and renters to assist tl
entrepreneurial e dnuecsast ifoonr niaot iadsing iasntlds wei xtaphth mhisw sioisnt ¢ -
Small Business Invesdeégmeam. Company (SBI C)

Aut horized#d 9By Phlk. S8nall Business InvSeBsItCment Act
program is9 dpsogaeand ostemohomy the geatrahahbhnd t
business segmentbyhetricmdl atnmi pgtdmee dd wpvp odmemtiiviag
equity ¢ aptietranl laonadn Ifowimgdssi mwehsi sc hc smadrdns need for
financing of thend fboaurs itnlheesisr ogreawatth ,0o nesx pansi on,
which are not avai? able in adequate supply.

The SBIC progradiddwass cecenc¢edng oraised in a Feder
Congreisdentthiafapdin the catpartmlIf vpdoketghse dtoed | ong
small bdheneepost ndteld atnh aptr tghma mSeBdw e roe pr ovi di n
sheartrm and 4 etremr meddate when such loans are unayv
insti”amdi ¢ ha tditdh en o8tB Apqg wivti yWI*Efgiuniatnyc ifnignnancing (or
capital) is money raised by a company 1in exchang
Ownership is represented by owning shares of stoc
financiadt d nsttraamst ock. Equity financing allows
incurring debt, or without having to Trhepay a s pe
Federal Réss errewpeorBoacrodncl uded there woagramne¢eod f o

“stimulate the availabili”ty afsc¢spithabsfubdsines
accessteomlbdbDngancing *“Fadiddquatyngi thecifdogw of coeé
b us i nteos ssetsi mualtai¢oenoatldh |y nrdbeamati hfeB] C pso gpgmrd mar y
objective.

Th®BA does not makien dimallt.l i mypies dpsns avsa & wiltyh o wn e d
and managed SBICs licensed by the SBA to provide
capital the (8Bl Celdas e gaands ¢vdirtyh cfaupnidisal()called 1 ev
borrows at favorable ereast etshebedebueset dAlee oF1BoAa rg uatbr la

1u. s. Small Business Admi nSiCs)r‘tgnessional Budge( J8sHfigation and FY28lc al Year 20 1
Annual Perfor maxdpate Report,”
https://www.sba.gov/sites/default/files/aboutsbaarticle/SBA_FY 2019 CBJ_APR_2_12_ post.pdf

215 U.S.C. 8661.

3 U.S. Congress, House Committee on Banking and Curr@megll Business Investment Act of 19%§ort to

accompany 3651, 8% Corg., 29 sess., June 30, 1958, H.Rept:&®BO (Washington: GPO, 1958), pp. 4, 5.

41bid., p. 5.

5 Small business investment companies must invest in small businesses, which are defined as those with less than $19.5

million in tangible net worth and averagttertax income for the preceding two years of less than $6.5 million, or
businesses qualifying as small under the SBA’s NAICS indus

Congressional Research Service R41456 - VERSIOK6 - UPDATED 1
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Ma r 3lh 8,0 1t he 30ed iweams ed SBICs parti éipaEX2a@l in t he
the SBA prob6vi Hedn$in 1'everage to SBICs.

In recent years, some Membeograoam €Cbagltdsbe haxpan
a means to stimulate economilP. [a.e7tpli Mlihtey and creat
Consolidated Appropriati oanmo vArctt ,0 f2 Olledv,e rianger etalsee d
authorized to provide to SBIACsl 1t3lo4 $&d Goddolbinddrtre
Appropriations AatmotuhO@ff 6ouintardsng I heerage all
SBIC licenses unfdarel commwbamcdbgnpél funds 1 imit) t
from $222 I nmialdBibnloSh7, 3mel 1l Business Investment Of
20) 71 ndtrhecea saemount of outstdmdinSgBdsiCam¥ Srla7gde ma Il 1l d wen
from §$ om0 millii

Ot hers worry that an expansteda$dl Cnpregsamtdhaeulac
deficit. In their vVview, the best means to assist
create jobs 1is to reduce bnssheasntaxes and exer
Some Members and small business advocates have a
additional assistance to startup and early stage
relatively risky investments Ilbuftoraljsdb acsr chatvii mng.
exampleing! Gohneg Sels3siahB5 R, 3 Mhe Small Business Inve
Enhancement and Thaaxw eRtehidtrhifz e Adtmj nwetkrdtion to est
separate SBI C sprasggablalmi filors saeddihtyi omrt of t he Obar
Admi ni $§st rSattairoomup Amer i ca I nit tyaetairv,e ,$ It hbei 1 9B A ne seta
stage SBIC initiativarrecegquldltldactabthe hgts 8 e oF Bl €«
investments in eag,)]ydefiaged sanmaldmblusimesismeesses
positive cash flow from operations in any fiscal

Th®$BA s taocpcpeepde avp gl 1 c a natrsl yf osrtiamngied i SaBtId0nk 7

addi tniodmne tlHg wiBtAh8d,r ¢ w rau Iper oppuobsleids he &0 lom, Sept e m!
to amend the i“mote¢ astitveactwl mekanmmdent part of t he
prog?Phhe. SBA indicated thatbectawsehdeew ke puap

6SBA, “SBIC Pr ogrManch 31208 v httwsw/wwwasba.goviarticle/2018/may/15/quartetbta
march31-2018

" 1bid.

8According to a U.S. Government Account Abdoutd0%300f( GAO) report
187) of debenture SBES-the most common SBIC fund typevere managed by 69 multiple licensees in 201phe
proportion of debenture SBICs managed by multiple licensees has sharply increased, rising fron?abo20@56 to

about 706 in 2014.. For debenture SBICs specifically, multiple licensees also increased their share of total SBA
leverage during 2002014. These SBICs held about24f SBA leverage in 2005, but about?4f the

approximately $7 billion in SBA leverage in 2014from 2009to 2014, no more than 28of multiple licensees

reached the theapplicable $225 million leverage limit The Small Business Investor Alliance and some SBIC fund
managers told us they believed the leverage limit nonetheless has a significant effiest liteteters some SBIC
managers who want to substantially grow their fund over thetknmg from continuing to participate in the program

SBIC characteristics, including geographic distribution and management demographics, were largely simige for s
and multiple licensees. Multiple licensees, in the aggregate, demonstrated better investment performance than single
licensees from 2005 to 2014 S e eSmdll BuBiness Investment Companies: Characteristics and Investment
Performance of Singlenal Multiple LicenseesGAO-16-107, January 27, 2016, pp. 8, 10, 11, 13, at
https://www.gao.gov/assets/680/674813.pdf

9 The proposed changes would have allowed early stage applicants to applyimeasimilar to other SBIC

applicants, instead of only during limited time frames identified in the Federal Register (which the SBA has published
on an annual basis since 2012); allowed early stage SBICs to obtain an unsecured line of credit witbpprSBA

under specified conditions; allowed an application from an applicant under common control with an existing early stage

Congressional Research Service R41456 - VERSIOK6 - UPDATED 2
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funds applied tG itnhiet iEaatrilvye ,S ttahgee cSoBsIlt s wer e mnot
results, and the comments to the proposed rule ¢
Early Stage”SBIC progr am.

This repor SBd Camisowgr watnhar e s,a nfdo caupseSrBagtCioed i gi bi | i
requiriemeesttsme,nta nadec tpirvoigtlhrta mi me¢lat d s iicsf or mat i on ¢
SBsdebenture SBIC program, pajtmpaicpat  nvg st memt i t
prog(rtaanmr get ing undersemiveide maf&ketsgamar cioenms t o
capiatnadlay | ySBItG gieni t i ati ve

Thiepoaltso discussets hlhedgiitsrdcardafalsghnes £ f mmm 21 a 1
leverage the SBA is aut(h2o)hneazxeidmnutmou mptr oovfi deu tt sot &SmBd
leverage allowed for two or mdre SBIC licenses 1t

SBIC Types

There are twdntvepeasneaft SBImPsaamdteisod i T@ hce)d wofidth:
Business Investment Adtroftadll@dPplmrabhs czmdadedSBadCe
Investment compaadtisond iT@h@d)b peeficdtah ei Zaecdt ,S nraal 111 eBd
Il nvest ment( SCBMpoacu,se Son providing financing to sm
“whose par thiec ifpractei oenn tienr ptr i se system is hampered
di sadv¥®%datgicon 301 (dp. wa2sOlfr4epeaOmdi bys Consolida
Appropri,atlidPhbEBd@AEdi ve¢ si on D, Prtohger aSrmsa Il ImpB uvosvie nmee snst
of 189639 result, n oh anveew bS S Bil @c stlsaubcecedn ssldil sn wle9v9ebr

e x 1 sStSiBnlwest“eer and f"famédlbreded to remain in the progr

With few $SBl@yptamdsS S BIltChse asrlaemgsi bhjladaaty tree quir e mer
operating rules andtaeftBBlu@iasiusadiesd. tToh eSRflfdasr e ,0 tbloet
anSISBI Cs .

Fi ve types odx iDebgniutea BT Bykadt i6vwestment B 1 C s earlystagd
SBICs receive leverage tfDeobuegrht utrhees iasrseu adnecbet oofb Ic

SBIC that has outstanding debentures or debenture c¢commit me
commitment of 10% of regulatory capital or $50 million, whichever is less, to 100% of regulatory capital or $75

million, whicheverislessS e ¢ S BA, “Small Business Investment Companies ( §
Federal Registe?6875, June 11, 2018; aBdB A , malfBlisiness Investment Companies (SBIC); Early Stage

I nit i aFederabRegisteB407564080, September 19, 2016

WSBA, “Small Business Investment CloedgpahRedisteR6876,9uBd1d,) ; Early S|
2018

11n addition,S. 2831 A bill to amend the Small Business Investment Act of 1958 to provide priority for applicants for
a license to operate as a small business investment company that are toaatséster areavas introduced on April

21, 2016, and reported favorably, with an amendment, by the Senate Committee on Small Business and
Entrepreneurship ollay 24, 2016 The bill would require the SBAdministratorto give priority to an application for

a license to operate ass8ICthat is from an apptant located in a disaster area. The bill would also prohibBB#e

from including the cost basis of any investment made by a SBIC in a small business donatdin a major disaster
areaduring the ongyear period beginning on the date of the disaster declaratien determining if that SBIC has
reached its leverage limit.

12p . 92595, the Small Business Investment Act Amendments of 1972.

13 A debenture SBIC maigsue and have outstanding both guaranteed debentures and participating seeoxittks
that the total amount of participating securities outstand@®snot exceed 200% affs private capital Seel3 C.F.R.
§107.1170The SBA stopped issuing newrnmitments for participating securities on October 1, 2004.

Congressional Research Service R41456 - VERSIOK6 - UPDATED 3
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issued by SBICs and h éPatticipating securitiesa Bilt @se dr ebcye it vhee ST
l everage thr oughi ctihpea tiisnsgu asnecceu roift ipeasr. Participat
preferrtgdgpecgactyities, often in the form of 1 1in
or debentures with interes t°Bagnkownednbredevesagedy t o t he
SBICs do not “%Tddesi veploatedfwmgases on the four ty
receive leverage from the SBA

SBIKligibility Requirements

ASBIC can be organized 1 nalammy tsetda tpea ratsn eeristhh epr (alL
limited liability company (LLCs must be organize.
by relatively small grmamwgpeorftoilvanielah nd Mo d me o¢ 4, a
313, are wholyl rommead, al bankstiAnfewi Bl Qubdielg
st dck.

One opfratmiye criteriaSHIoG hguwehgfiredamanagement. T
reviews aapdr caspppercofyvieviea naBleGne nt t pasmfleasde dnapon
capabilities and character .CsS pneacniafgiecnaelnlty ,t etahne aSnF
looks for

T at leapsitne¢wpal s with substantive and anal ogou

expernience
T realized track recordowfersadde reivar urae ti wmn so,f b
appropmitdttaetqwa performance measures ;
T evi deascter roomfigh u s i ne s sa midnovpeosst amddneta 19 fffleorws
in the nmeastpmeposed for the new fund;
T a cohesive management t anadm,a whiitsht ocroympolfe me nt a
working together;
T managerial,oropechthnioahlexperihence that can a
portfolio company level; and
T a demonstrated ability to manage cash flows
will be repai on a timely basis.
1413 CF.R. 810750.
15 1bid.
16 Commercial banks may invest up to 5% of their capital and surplus to partially or wholly own a SBIC. Bank
investments in a SBIC are presumed by federal regulateryhagi e s t o be a “qualified invest me
Reinvestment Act purposes. Seé. 90104, the Small Business Act Amendments of 1967; The Board of Governors
oftheFede al Reserve Board, “Small Bederal Registe6967, May 8, 49%8nandt Compani e
SBA, “Small Business I n SmallBusinessNotegBd®matani es ( SBI Cs ) , ”

http://www.smallbusinessnotes.com/businfisances/smalbusinessnvegmentcompaniessbics.html. H.R. 2364,

the Investing in Main Street Act of 2017, would increase to 15% the 5% limit on commercial bank investments in
SBICs. The bill was favorably reported by the House Committee on Small Business on June.15, 2017

17SBA, Fof SBIC Applicants: Phase IlI: Licensing Reviet https://www.sba.gogbntentphaseiii -licensing

review.

18SBA, “For S BI (hasap Ipitiai Review t kttpst/®ww.sba.gogbontentphasei-initial-review.

Congressional Research Service R41456 - VERSIOK6 - UPDATED 4
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SBA Application Process

Applyi 8Bl Lodedbenturesttlapemsecdss.a maditnning with
the SBA Management Assesanmenmam @Qumadtiadnpnaioma e MACK
fee of ®FHO, 0 6 sitnicol nundregsr, o tahneor s, questions concern

T the sfulnedgal name and the name and addresses o
per s%ns ;

T the simwe st ment strategy (including geographi
diversification strategwseco¢, iwnmaatyhdrypicts plfams
be primarily an equity or debt investor, etc.

T the manag’shmexnttoptreoafmensds i onal experience,;

T the simwe st memakidegifprnomedsal origination to |
monit;oring

1 thfeusdeconoming @idebd adisptciaornr io@ftdhtahnet efruensdt ,
formula used to calculatepmbhnagement hdees an.
allocation of fees between the fund and any
entities, details concsrmammrpeg acwtmpichs adfi otnh it sh
partner;s hip, etc.)

T thfeusdcapitalization (including investment t
agent has been or will be Jiaredd, information
borrowing arrangements, etc. ) ;

T thfeusd governanfdaeacd turdi mtgumen ocamglani zational ¢ he:

1 T a y6ar financial 2forecast for the fund.

After rece’ds va mpglat dneet nfboemrm’s f Pr bgr 8 BADe vel opment

0)
reviews ;ashsee sMbAeQs t h e i’sn vpersot pmoesnat] cionmislaingght of t he

mini mum requirements anpde rmfaonrangse memit,ti igqanlh ddlufen gdaitliic
making referenpamrd tprl epahroense a awrlist t e€m r ecommendat
nveant mDisvilsmives t ment Committee (cdimpossicodn)of sen

I

I f, after reviewismgPthgr MMQDaevdl & hanle 8 BtAIOd f ;i cteh e
Investment Committee concludes, by maherity vote
in
in

vest me nst maonmpgaennye nt t eam may abtma nq@yga lmefit e d e faanr

i

vited 't ohdedhedqbBBrAt ers 1inigashowngt ong wDCLTf foffolaln

BSBA, “Small Busines-Adhinwi s t me tiederal Repigtebai 14524 862November

13, 2017. An applicant under common cohwih one of more licenses must submit a written request to the SBA, and
the initial licensing fee, to be considered for a license and is exempt from the requirement to submit a MAQ unless
otherwise determined by the SBA in its discretion.

20 A control peson is generally defined as someone Wi power to direct corporate management and palicies

21 General partners in most private equity and hedge funds are compensated in two ways. First, to the extent that they
contribute their capital in the fundkiey share in the appreciation of the assets. Second, they charge the limited

partners two kinds of annual fees: a percentage of total fund assets (usually in the 1% to 2% range) and a percentage of
the fund earnings (usually 15% to 25%, once specifieddhmarks are met). The latter performance fee is called

“carried interestand is treated, or characterized, as capital gains under current taSadéfS Report RS22717,

Taxation of Private Equity ahHedge Fund Partnerships: Characterization of Carried IntedegtDonald J. Marples

23BA, “SBIC Management Assessment Quest ihtpa/vanisbagov/a nd Licens

contentapplicatiorforms
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the interview, the Invest mevrets tdGoemnma st yt pereo wiodeeds at o
“Gr e e n”lLleitgthetr forihphloyciendvittoi tge final I icensing
process.

Once an applicant receives a Green Light letter,
raise fThe pequase capital. ‘Deepsginhtoutchmevi f ha i
applican8BIl €Condact,hsanngd cplraosvsiedse s "?Fuiinddndd ceasnsnagd
occurs when the SBAcompdettse dn cemplgingadmtppl i cat i
updated SBA Form 2181 and complete SBA Forms 218
raising sufficient private,camirSr220ni0000h di nEnogi ve s
aSBI C Ifiocre ntshee f i tr a8 ks atéxei imgnio tm 8 In st lhifeny oMl Q |
submitse iltahtee s s %2 nc e

As di sbceulsosweaw ap
progr aema,1t laynds f a g
The e
assis

plications for thempacticnpetsti mg
ti 8BI1 €e are no longer being acce

lrggbitemygnts and application process for s
tance fromtahAepBdmLdix provided in

SBICapital mkEntefRequirements

Debent ure SBICs

P.L:69®%6thorized the SBA to select companies to p
purchase debentures from those companies to pr oy
businesses Initeakblyeqadébedt towe ha8BECa private ¢
least $300,000 to participate in the SBIC progra
DebenStBulfss e now hegeimnegriwate acta pBidtaasii lilnivoens t me n -
(called r e g®uTlhaet oSrByA chaapsil tidialsxs e tdwmnapml i cant with
capital of $3 million 1if the applicant has sati:s
viable business plan reasonably projecting profi
for achievimggcrpgtuhid J'At alt3eld%%daostlte bSe5Sn fauirlel i Sobl. C
regulatory amdilteaade mugslta choamme  f iodmi at ésd wi t h t he
managemedntunaffilia®alds ovi trtho emarhe otsthaemr gl % twfr a !
capital may come from stfate or local government
B2SBA, “Small Busines-Adhnwis t ma th¢deral Regigtedail B, Noverdber 13,

2017.

24 The final licensing fee is $20,000 from December 13, 2017, to September 30, 2018; and is scheduled to increase to
$25,000 from October 1, 2018, to September 30, 2019; $30,000 from October 1, 2019, to September 30, 2020; and
$35,000 from October 1, 202@, Eeptember 30, 2021. The final SBIC licensing fee is in addition to the initial SBIC
licensing fee (currently a combined total of $35,000). Beginning on October 1, 2021, the SBA will annually adjust both
the initial and final SBIC licensing fees for irtilen. See ibid., p. 52185.

SSBA,“SBIC Program Over vi e whitps:Adwvw.sbé.goMarticle/20185nay/15/quartédita > a t
march31-2018

2613 CF.R. §107.210.
27 bid.

2813C.F.R.8107150
2913C.F.R.8107230
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Participating Securities SBICs

P.L.366@2 he Small Business Credit anfl B892ness Of
i IV, the Small BusinegessasuEdqdwirtygednltdec SBAn t
p a tPianrgt isceicpuartiitnige ss.ecuritiesypeeseedeemnodi
by SBICs 1in t hentfeorrens tosf, Ipirneifteerdr epda rsttnoecrks,t
t payable only to the extent of earnings.

»—t»—iﬁj/‘\
B v oo 4
= un = =

994, the SBA established the SBIC Participat
urage the formation of partiquaipaytimgesdment t
tup and earl y[hset SBeA scmalalt eldu s thee preosgr am t o
stment gap created ’sbyf otchuesa SoBnl-{maitlded esnmairlrle pr c
nkEhkes eSBA stopped 1ssowi nmpgarntelvw icpoammhmiotnmesnetcsu rfi t i
, beginning a process o end the program, wt

A0 0~ 0g

S wn < 00

a

SBA stopped issuing new copmmnhadmelny sbdoaupartt
ogerxapmer i enced a pr o jdeucrttidndg le srasls yo W2e0$0t0nsc/n tbsi 1il i o n
chnology startup and early staget stmhdfd ®bume ne s
$BA founHethaes payable by SBICs for participa
fficient tad meted osbespimj ¢ htee p2aTrhtei cSBHAting s
ntinued to honor i1its existing, cwhmoriements to i
lowed to continuscopecatwenesr B@8wWE€sed, t ohe omp
e cuilaels rconcerning min iSnBuAm bcoarpriotwailn,g ,1 idgnudi deiqtuyi,t y
recent years, some Members have expressed 1int
w program modeled on certaip anpeetns | gf st hgeSH
sinksses.

oD Y ®0® T g NS = ® o
c oD —o Do RD OB —~B B

30U.S. Congress, House Committee on Small Busir&sete Equity for Small Firms: The Importance of the
Participating Securities Prograni09" Cong., ® sess., April 13, 2005, Serial No. @9 (Washington: GPO, 2005),

pp.5,33;andBBA, “SBI C Program: FAQs 7. What is the status of the
https://www.sba.gogbntentfaqs
31SBA, “Offering Circular, Guaranteed 4.727% PaPSicipating S

20091 0 Rebriary 19, 200%t https://www.sba.gowbntentsbicps200910-cusip-83164tepa

8213 C.F.R.8107.15500. A SBIC that wishes to be eligible to issue participating securities must have regulatory capital

of at least $10 million unless it can de mo oeenthedomge t o t he S
term with a lower amount, but not less than $5 million. B2€.F.R.8§107210. It must also maintain sufficient

liquidity to avoid a condition of “Liquidity Impairment, ”
divided bytotal current funds required) of less than 1.2. 52€.F.R.8107.1505. The only type of debt, other than

leverage, than a SBIC that has applied to issue participating securities or have outstanding participating securities is

permitted to incur is tempary debt. Temporary debt is defined as shemtn borrowings from a regulated financial

institution, a regulated credit company, or a-megulated lender approved by the SBA for the purpose of maintaining

the SBIC’s operat i n g folaipgrticiladfinanging of a small bosinésd. The total foutstadding
borrowings, mnot including leverage, may not exceed 50% of
be fully paid off for at 1 e «alyear3othatdtbas pocoutstanding tyiedtf a y s dur i ng
debt for 30 days. Sek8 C.F.R.§107570. A SBIC issuing participating securities is required to invest an amount equal

to the original issue price of such securities solely in equity capital investreegntscommon or preferred stock,

limited partnership interests, options, warrants, or similar equity instruments)3€ecE.R.§107.1505.

33U.S. Congress, House Committee on Small Busirggscommittee Markugf Legislation Affectinghe SBA Capital
Acaess Programsl11" Cong., F sess., October 8, 2009,bc. no. 11050 (Washington: GPO, 2009), pp. 7, 10, 11,
187194, U.S. Congress, House Committee on Small BusifegsCommittee Hearing on Increasing Capital for
Small Businessl 11" Cong., ® sess., October 14, 2009, H.Doc. no.-D&1 (Washington: GPO, 2009), pp. 1, 2, 40,
98; andU.S. Congress, House Committee on Small Busir&ssll Business Financing and Investment Act of 2009
report to accomparkl.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315(Washington: GPO, 2009),
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The SBA is no longer 1issuing new commitments for

participating securibteiccasuhsBeBt C$ ebveawget h.e mmr 06 mie a
As Mar 2h 80ke WBkpraert i cipatingnsde¢dhaer SBIl Csip$hBlg€ a m
$768mi 1 1 i on in out s Pamdinegpadp intaarbkee arterhinivickesd $ BI C
regulatory capital of at least $10$mD]l mi bhi ofhe
in regulatory capital if the licensee can demon
erm with a | ower amount. In this c¢circumstance,
han $ 5Ami 13¢0a%adno.H a ritnige ispeactu’sri @ g wlsa tSBIY and lever

t

S

a

ith ea®Al sothaw mornSBlisGamr gid % towfiry capital can ¢

t

t

capital mutshr eccomma & |f lodmi a t ésd mnwaintahg atdheen nfaufnfdi 1 i at e d
Wi

1

ocal gomteirfnimesn.t e

Impact Investment SBICs

On April 7, 2011, the SBA announced it was esta
initiative (up to $150 million in leverage 1in F
year thereafiterramddidditheSBAmmpact investment S
invest at least “vBWwchftahget fHArmanmcofigsritical
underserved markets and communitie$Thfeascei ng barr
areas initially included businesses located in
the education sect or®] mpmd tt hien vcedsetammernetq eSrBelgCdss € o t
a minimum private capitadndnaecetmebicotf B0 1kas
as debenctwneeB8Bi@@g the source of the funds.
Initially, an impact investment SBIC could rece
2013, the SBA announced thatage¢e avesmiiambdtre atsong
investment o SBI®0 million.

pp. 3, 4, 1012.

#¥SBA, “SBI C PewasnoManch3®,2@B; v hitpst//www.sba.gov/article/2018/may/15/quartetbta

march31-2018 There were 149 participating securities SBICs at the end of FY200&t 12& end of FY2009, 107 at
the end of FY2010, 97 at the end of FY2011, 86 at the end of FY2012, 63 at the end of FY2013, 53 at the end of
FY2014, 46 at the end of FY2015, 41 at the end of FY2016, and 33 at the end of FY2017.

%13C.F.R.8107.210.
%13C.F.R.8107150
$713C.F.R.8107230

38SBA, “Impact I nv athtpsyvww.sbd gogltestefaultfiles/iles/”
Impact_Investment_Callof_Action.pdf andSBA, Of fi ce of Congressional and Legisla
with t hduly3d3w20Bhor , ”

39 The SBA defines underserved communitiesossdr moderate income (LMI) enterprises located in LMI Zones, as
defined in 13C.F.R.107.5Q qualified lowrincome community investments (QLICIs) located in{mwome

communities (LICs), as defined by the New Markets Tax Credit (NMTC) program@R2R.1.45D-1(d)1;rural

business concerns located in rural areas as define@.iR.R.4290502; andsmall business concerfmcated in
economically distressed areas (EDASs), as defined by Section 3013 of the Public Works and Economic Development
Act (PWEDA) of 1965, as amended, 42 U.S.C. 3161

“OSBA, “SBA Announces $ 5 (tsSBICIEarly Stage Aund and $70 MilionHump infts i n

I mpact Invest ment hipsa/ivdw.sba.goeonentsb@annodneesd million-increasematchits-
sbicearly-stagefund-and70-million-bumpits. Also, effective October 1, 2014, among other changes, the SBA
eliminated the progr amfiscalyeanlevdragercap; ddded advancedufintuingto the , pe r

list of eligible sectors; provided eligibility to businesses that receive Small Business Innovation Research or Small

Business Technology Transfer grants; and permitted, through December 1, 2014, existing debenture SBICs to apply to
optint o the program if they. mSed SBA, pTIRAalnX pamdsgulimpanetntlsn
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ere argikbkmceenedy 1 mpacttwioinn 2esltlme totmieeS BInCs2 0(1 2,
] 4t wo ,imnd0 & bAsi mo £2 SleG2t0elndb, e rt h3e0y, managed mor e
$75.8 million in assets and IThla¥WO0Ol@@yvesmmaat s in 4
vesSBaeGist invested $76.1 #illion in 20 small bu

On SeptemberS BAr,o v2i0dle7d, ntohtei c e ttoh aptr oigr aww usltda kneoh ol
accrepawpplicationsimp dicrbvee s& Billelictems ed after Novembe
The SBA also wasmownthdrawanhgia proposed rule, p U
that woul d ihmpvaec tp rionwiedsetdineg ntt i StBad Certhagaee flutad i fied
private equity fund managers with a T™ hwes on s oc
SBA indicated prhapa d&dibt icoomwatal ‘hobfe ntehdemtiieorn ¢ hr a4 h e

ben e*Tihtes SBA also indéeda$SBUCs hhadfeawplQuaditfo pa
progr am, and that manyiofpahe¢spwogtadmhave appl
“regardless of the existenc® of the [impact inve

—— )

t
€

Ear btyage sSBI C
On April 27, 2012, the BeBetalRegistet s 6 hb HS s hiFinlglaido m ul

early stage(®BItCoi$HijF0Oamilvlei on in leverage 1in FY
leverage per fiscal yead3PAshememtfitemetdnep riSdBvAt chwes 11 yi
is no longer seekiemg Inye w taapgpel iScBal nCt si nfictri atthiev e .

Early staargee q 8Bt €d to invest at | esdgatgeSQ@%adfl t hei
businesses, defined mevemaddhibasvsddeposist ithatc dsah
operations i*l namy cfoigsndali oyne aorf. t he higher r1isk a
early stage tshmea liln ibtuid¥%trivwes aidncnleuwd er e gul at ory pr o
to reduce tahlme erairslky tshtaage SBIC would dsfault on
recovery prospect¥Fohoekdmpl de f & arkeliqyuoieracadg e oS BI C:
more 71 e gul(aatto rlye acsatp h$a2a0l dnei bl el,ni toumm)e a StB I iGsBvleGst n(eant

least $a&ndi phronyjpatiatg keaxzut i$ b @aslnsiSoBIlIsiCusbnj)e.c tT h e

September 25, 2014, lattps://www.sba.gov/abotgba/sbanewsroom/presseleasesnediaadvisories/sb@&xpands
impactinvestmentfund.

41S B Almpatt Investment Fund Grows Threefold J a n u a r http&:/fivww.sbd.gbwontentimpact

investmentfund-growsthreefold and S BA, “ Dir e ct httpsy/wwnfsbalgoghntentdirecthrid1 Cs , ” at
impactsbics

“2SBAOf fice of Congressional and Legi s | Novembee1526016.ai r s , “Corre
BSBA, “Small Business Investment CletdepahRedtera687, JuBell,) ; Early S

2018 Impact investment SBIC applicants would have received a 60% discount on the licensing fee and a 10% discount

on the examination base fee. They also could have simultaneously applied as an early stage SBIC not subject to the call

and timing provisions identified under 13FR. 107.300. The proposed rule also imposed certain penalties if an

impact investment SBIC did not adhere to its impact strategy or impact investment SBIC rules. See ibid; and SBA,

“Small Bus i nempanyPragrasisntpnaecntt SBebleCakRedisteB6665676, February 3, 2016.

“SBA, “Small Business Investment ChketgahRedisteR687%, JuBell,) ; Early S
2018 The SBA indicated that due to the risk associated withcthss of SBICs the proposed rule was expected to

increase the cost to all SBICs by increasing the annual fee by approximately 6.1 basis points.

%5 |bid., pp. 26874, 26875.

®SBA, “Small Busines s—Hanrvleys tSnteangtfeedERaliREgisteR5M3 s25050April 27,
2012.

47 |bid., pp. 2505125053.
48 |bid., p.25043.
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to special distribution rules to require pro rat
distributions of prof, tsarnloy tahtper goevi JdRddGelreasgse [ n
(up to 100% of regulatorntshamapiectbaela,h df ph SBillIClsipan ir
securitfep SBIZTOE0% of Hegnulldtiomy maap imtuSal pefF 1 SBI (
million foSBItGwso wmdeworcommon controlp anod i mpact
200% of regulllantiolrlyli ocna)pmatxai lmu nf§

On May 1, 2012, thae nSHehdegprudlla Rehgids tae mfpitriscte annu a
cal vefiomre capit aslubfiuind ama mapgpelriscatt@m o adt ®ea bk yg osmte
SBI“T.hirhiyee venture capital funds submitted prel
these materials were examined and interviews hel
that 1tGhedniksghtd 1€o0t mabk!l y oniton vfxitlfen gldischeen s e
applisd®ation

The SBAecond,, thnddhutTtbueca hls for venture capit a
submit an application to becomdeaembeend8&d &8d41Dj
February 4, 2014 andafedbrpakyp22aRd by

Fivé¢ 6hevest m¢ehapgfpflunmnedd to partwegeoammedmrtlye pr o
stage SB¥As loifc eSnespet.e mber 3 0ge 29BII6Cs thhaed friavies eeda r$l:
million in privatelicapitndSBAteedhbkbdv3ETB@geO3 mmill
in onudtisntga commit meht6Q. Anmdi i Inivare sidnd 5.2 1 6 ma 1 1 bus i
early stage SBI Csin ndvi sstneadP®l$ 6b6u s2i nneislsleiso n

On Septembthel9BA2Pndobtliicseh eodf apr opokFederal emaking
Regi,shhie¢h ipmrcolpwderddgoe stahrel y st ageti @nBlk€e mat er i al

improvement s atnéd ttthrea qptraotgarfaeme d ear 1l Yy?*Fhage fund n

49 The deadline for completing the festep application process for applicants with signed commitments for at least

$15 million in regulatory capital and evidence of their abtiityaise the remaining $5 million in regulatory capital was
July 30, 2012. The deadline for all other applicants was May 15, 2@plicants must first complete a Management
Assessment Questionnaire (MAQ), then, if invited, complete an interview prtoesseceive a Green Light letter,

and, finally, submit the SBIC license application, consisting of SBA Form 2181 and SBA FornE2#82BA “ S ma 1 1
Business Investment CompanieE a r 1 y St a gkedeflBREgi5teR577525779, May 1, 2012.

S BASBA*s Growth Capital Program Sets Record For Third Year
Businesses in FY12athttps://www.sba.gogbntentsbasgrowth-capitatprogramsetsrecordthird-yearrow; and
SBA, “The Small Business Investment Conpp20aty (SBIC) Program:
https:/www.sba.gogitestiefaultfiles/files/SBIC%20Program%20FY%202012%20Annual%20Report.pdf

51SBA, “Small Busines s—Hanrvleys tSnteangtied€ERalRiyistar496854913, December
18,2012;SBA “Smal l Bus i n panies—Hanrvleys tSnteangtfeedetallREJi5te68665, Felfuary 4,
2014;SBA, “Small Busines s—FHanrvleys tSnteangtedEtallREgister, 18¢ 5 pfl 3, 2014

SBA, “Small Busine ssEalrnlvye sSttna8@ieedesiiHRbgiptat 5751679 January 12,

2015;an8S BA, “Small Bus i ne s—sEalrnlvye sSttnaegheedetiiBRbgipter, 5085684,

February2, 20%6.

22§ BA, “Small Business Inve s FedetahRegiseb4adgd, Marchel8, 20E53andSBA,St age , ” 8

Of fice of TInnovat i oSBICEarlydStagennnevationfPeograni httsstl/vimev.sha.gosites/
defaultfiles/articlesOll_Early Stage_Slide_Deck_January_2016.pdf

8SBA,Of fice of Congressional and Legis ]l MNovembeel52016airs, “Corre
“SBA, “Small Business Invest ment ”8lbedepahRediste640766BIE0,C) ; Early S
September 19, 2016. The proposed changes were based in part on feedback received on an earlier, advance notice of

proposed rulemaking. See SBA, “Small FBdesaliRegisteld034,nvest ment C

March 18, 2015The proposed changes would have allowed early stage applicants to apply at any time, similar to other
SBIC applicants, instead of only during limited time frames identified ifréueral Registefwhich the SBA has

published on an annubésis since 2012); allowed early stage SBICs to obtain an unsecured line of credit without SBA
approval under specified conditions; allowed an application from an applicant under common control with an existing

Congressional Research Service R41456 - VERSIOK6 - UPDATED 10
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SBIC Types

key fermdabeSBdId s amtgiud ispha tnign g h
invegs tamant aSslyCs t age SBI
amount of capital required to ob
of SBA leverage that can be recel
of the investments provided,;
on of the r&quiervemearngtes; famrd repayi

requirem

Sec

Investment Debenture Programs and Early Stage Debenture Initiative

Program

Requirement Debenture SBICs

Participating
Security SBICs Impact Investment
(no longer SBICs (no longer
accepting new accepting new
investments) applicants)

Early Stage SBICs
(no longer
accepting new
applicants)

Private Capital $5 million minimum

SBA Leverage 200% of private
capital up to $75
million per SBIC or
$350 million for two
or more SBICs
under common

controla

Investments Broad range of
equity investments
but generally later

stage and mezanir

early stage SBIC that has outstanding debertu

$10 million minimum  $5 million minimum

200% of private
capital up to $¥5
million per SBIC or
$350 million for two
or more SBICs
under common
control

200% of private
capital up to 475
million; limited to
100% of private
capital diring any 12
month period:

Broad range of
equity investments

Broad range of equity
investments but
generally later stage
and mezzaninet
least 50% in
underserved markets
and communities
facing barriers to
access to credit and
capital

or debenture

commit ments ;

$20 million minimum

100% of private
capital up to $50
million

Broad range of equity
investments; aast
50% in early stage
small businesses (no
positive cash flow in
any fiscal year prior
to first financing)

and i1increa

leverage commitment of 100% of regulatory capital or $50 million, whichever is less, to 100% of regulatory capital or

$75 million, whichever is less.

5SBA, “Small
September 19, 2016

%S BA, “Small
2018

Business

Invest ment

C Bedepah RedisteR6876, Jubd 1a.)

Bu s i paaies(SBIQ);karly Stagdnitiative, “C lb&deral Registe64075

Early Si
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Participating

Security SBICs Impact Investment Early Stage SBICs
(no longe r SBICs (no longer (no longer
Program accepting new accepting new accepting new
Requirement Debenture SBICs investments) applicants) applicants)
Leverage Interest andSBA SBA paid interestto  Interest andSBA Standard: 5 years
Description annuakharge bond holders; SBICs annuakharge payable interest reserve
payablesemiannually only owed and semiannually through required, interest and
through maturity repaid SBA out of maturity SBA annual charge
profits payable quarterly

through maturity OR

Discounted: interest
and SBA annual
charge disounted for
first 5 years plus the
0stubd per
interest and SBA
annual charge payabl
quarterly thereafter
through maturity

Profit None SBA typically None None
Participation received about 8% of
any profits
Sources: U.S. Small Business Administratiorf, f i ce o f Il nvest ment and | nnovati on, (
Investment Companies6 January 2012; U.S. Small Business Administra
May 2, 2012; and.S. Small Business AdministrafiorSBA An n o u n ¢ e seask B&ch MitsISBICon | nc
Early Stage Fund and $70 Million Bu nhgps:#wwwsbd.gov/| mpact | nve

contentsbaannounces0-million-increasematchits-shicearlystagefundand70-million-bumpits.

a. Alicensed debenture SBIC or a licensed impact investment SBIC in good standing, with a demonstrated
need for funds, may apply to the SBA for leage of up to 300% of its private capital. However, the SBA
has traditionally approved a maximum of 200% of private capital. Also, a debenture SBIC licensed on or
after October 1, 2009, may elect to have a maximum leverage amount of $175 million per8B$250
million for two or more licenses under common control if it has invested at least 50% of its financings in
low-income geographic areas and certifies that at least 50% of its future investments will bancdove
geographic area®.L. 114113 the Consolidated Appropriations Act, 2016, increased theltiple
licensa/family of funds limit to $350 million from $225 million. The act did not addressibikiple
licenses/family of funds limit for financings in lamcome geographic areas. Presumably, SBICs would apply
the $350 millionmultiple licensg/family of funddimit for all of its financings, including those in {owome
geographic areas.

SBIC Inves3Ymeelnlt sBusni nes s es
SBICs provide equityimawparntiadus owasymsa, 11 halsu diens g eb

T purchasing small business equity securities
limited partnership interests ,mpmennyber ship 1n-
or joint vemture interests);

T making loans to s mal!l businesses, either 1nd
ot her private or public lenders® that have a

5713 C.F.R.8107800. A SBIC is not allowed to become a general partner in any unincorporated business or become
jointly or severally liable for any obligations of an unincorporated business.

5813 C.F.R.8107810; andl3 C.F.R.§107.810.

Congressional Research Service R41456 - VERSIOK6 - UPDATED 12



SBA Small Business Investment Company Program

T purchasing debt securitiebse fcroonmmv esrntailbll eb uisnitnoe,
or have rights to purchanmnd, equity in the s m

T providing s malbljebtsitme guaani g ateeoenstf their mon
obligationsndéto asedditadfred with the SBIC

SBICs are subject to statut otrhye amadthwreag udfpp oo ve d e

investments. For example, SBICs are not allowed

T directly or indirecttlhya spsroocvii adtee sf i(nea.ng.i,n go ft foi c
directoryec®nd empl o

f control, either directly or ind%®rectly, any .

T invest, without SBA approvatlheirmowat e¢ han s pec:
(regulatory) capital in securities, commit me:
bussné¢s. g., SBICs are not alhlpawevdatteo invest
capital in anythmawvsmalme nhuspilmens si nicfl udes t wo
tiers of $BA leverage);

T invest in farmland, unimproved land, or any .
Magr Group 65 (BReahdBEsdataduefiChe Classi fica
Manual, with the exception of title abstract
brokers, #nd managers;

T provide funds for small businesses whose pri

didector indirectly providing funds to others
factoring, or leatsdmmp Easuii p meintth omo apd @wnigs i o1

maintenan®er or repair;

T provide funds to a s mal!.l business if the fun

foreign ¥peration.

5913 C.F.R.8107.85. Debt securitiesra instruments evidencing a loan with an option or any other right to acquire
equity securities in a small business or its affiliates, a loan that by its terms is convertible into an equity position, or
loan with a right to receive royalties that areleded from the cost of money.

6013 C.F.R.8107.80.
6113C.F.R.8107.730

6213 C.F.R.8107.865. The period of time that a SBIC may exercise control over a small business for purposes
connected with its investment through ownership of voting securitiesagaearent agreements, voting trusts, majority
representation on the board of directors, or other wis
control was initially acquired, or any earlier date specified by the terms of any investgente e me nt . ”» Wi t h
prior written approval, a SBIC “may retain control fo
complete divestiture of control or to ensure the fina

63 A tier of SBA leverage equals the amounta8 B 1 (rivate (egulatory capital.A SBIC approved for less than

two tiers of SBA leverage must not invest more than 20%
plan contemplates one tier of leveeaand no more than 25% of its private capital if its plan contemplates 1.5 tiers of

leverage. Se23C.F.R.§107740; and SBA “ Ame r i ¢ a n Ranvestmentctof2000:dndplementation of

SBIC Program Changes , “actingessotiateadmifiistratanforHnvastment, tH AllsSkalln s ,

Business Investment Companies (SBICs) and Applicants, May 4, 2009, p.

6413 C.F.R.8107.720.

85 |bid.

66 |bid. A SBIC may provide venture capital financingdisadvantaged concermsigaged in relending oringesting

activities (except agricultural credit companies and banking and savings and loan institutions not insured by a federal

agency) . Without SBA approval, these financings, at the
capital. Adisadvantaged concern is defined asnall business thé at least 50% owned, controlleahd managed, on

= Ay
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The SBA also regulates the interest rates and fe
on loans, debt secutities, and equity financing.

In 1999, the SBA introduced the 1ow and moderate
emcurage SBICs to invest in small bBmubamebaws 1 oc

severe hortagbecefisequnvys t dopfntteanl ianr et hoofs ea atryepaes
will n have the potentiadgHfotroyjiedtdifhg trked uuw neo
parti1ec
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income hawvea at LMk aZdnéng %embP |l oyeies fwulk h
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luhe st ulbhepesrtiuobd.period is the isismankbet dadme tama
ext March 1 or Septemberdelb.e nfThuier esst tbo phearvieo dc oamml
or September 1 maturity dates to simplify admi

s
t
p at"®Thhgi ss eccmugroiitnge si.ni tiative provides 1ince
u
e

tiomn, L MI debentures are 1ssued a a d S C
e of a debentur’s 1isteecedsatedobtys (1

b pe r'si oadnn w a2l) efbehen’s f8dBiAr s e fd ve yea

s th%%w ISBAerage fee. As a result, t

d, freeing SBICs from the require

aShBlhMiees on L MI debentures for t he first

oo 0B 558

n F 016, SBICs made 682 investments 1in small &
Bi1Bl 1l about 22.0% of th%® total amount invested

n 2P0.OL7.51 400 Ehedgdependence and, SzwvtuhaoartiyzdAd tt bd
s Fmer gy Savisng hlze bpeunr tpuors'®en eorfg ynakai migng Qual i fied

a dayto-day basis, by a person or persons whose participation in the free enterprise system is hampered because of
social or economic disadvantage

67 The SBA has a general interest rate ceiling of 19% for a loan and 14% for a debt security, with provisions for a

higher interest rate under specified circumstances. S€eFIB.§107.855. A SBIC is allowed to collect a

nonrefundable application feé wo more than 1% of the amount of financing requested from a small business to

review its financing application, a closing fee of no more than 2% of the amount of financing requested from a small

business concern for a loan, charged no earlier than theftite first disbursement, and a closing fee of no more than

4% of the amount of financing requested from a small business concern for a debt security or equity security financing,

charged no earlier than the date of the first disbursement. A SBIsbislédwed to charge a small business for
reasonableowdtf-p oc ket expenses, other than management expenses 1inc
application. See 18.F.R.§107.860.

68 SBA, “Small Business Investment Compariies} Federal Retpter 5264, September 30, 1999

69 SBA, “Small Business Investment Compariies} Federal Registeb264152646, September 30, 199MI Zones

are areas located in a HUBZgra@® Urban Empowerment Zone or Urban Enterprise Community designated by the

Secretary of the U.S. Department of Housing and Urban DevelopanBuiral Empowerment Zone or Rural Enterprise

Community as designated by the Secretary of the U.S. Departmenticfilage an area of low income or moderate

income as recognized by the Federal Financial Institutions Examination Caurecdounty with persistent poverty as
classified by the U.S. Depart me ntSeeb3C.F.R8IO75@ ul t ure’s Economi

S BA, “F oBackgr@hddnformation on Low or Moderate Income (LMI) Debenturés a t
https://www.sba.goebntentfow-or-moderateéncomelmi-debentures
"SBA,Of fice of Congressional and Legislative Afliairs, “Corre

FY2014, SBICs made 475 investments in small businesses located in a LMI Zone, totaling $1.03ditan18.8%
of the total amount investeth FY2015, SBICs made 513 investments in small businesses located in a LMI Zone,
totaling $988.4 million—about 15.7% of the total amount invested
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n vneesnftdse f 1 ne d 1 ni ntvhees “tamcetn t assmaalnl business concern
ngaged in researching, mapubdDaattwtsi,ngoodsvyelorpir

educe thasumpt e@remeovfa bdlen e n@Emgeyr gy sSOauwicregs De

bent

rset ructured as a di sMIldahe¢nddbbas tewraenpd iemi It chre rteo a

|
e
r
a
1nterest
p
p

ments or $SBAecawynuabl ofiathphe, Eaoerglhe SHh

pay
lus the stub per isod sbseutawmeceen dtahtee daenbde ntthuer ene xt M
ate

aymen?t d
Leverage

Leverage Drawdown

ASBla(p plies ftor tthien SmBclilaelv darsasgies)t'SaBnkc et hadi t i onal

commitment to reserve "RospehsEdfisBFr'@ mosbae of I
applicatioaSBIsC adprparwosv eddown t he |l everage as i

€cVver
ma

The SBA accepts draw applicati9®9BRA adappmo SBsl Ctsh ¢ wi

draw, it 1ssuesaSaBIpCG y(nceanltl evdo uacnh earp ptrooval notice)
has a term of approximately 60t odadyrsa va nfdu npdrso voind eas
daily basis.

A debenture is executed in conj unbcatsilolne gwtiee ch bte a c h
the BBdAeral Home LoadwhBahkpondviChewmigtoher $ Bl €undi
unaiSIBIsC debenture(s) can be pooled with others a
occurs every six month¥Dpheaak Mhercihmd, dti e ph &mib ¢
charges a SBIC the London Interbank Offfered Rat e
The SBA determines the size of the debenture poc
date.“tAlel defbent ur es s c huerdcuhlaesde dt oa nbde ppoooolleedd taorgee tj
entity called the Investment Trust ’whnidc,h aiss ma n a
the pool ftrhg SBcAumssi,gns an agreement with the Tr u:
principal paymfntbheddebenm"thehtinsththeponosecurit
pool of debentures and issues new securities c¢al
t he rust certificatesAnt oo fifnevreisntgo recso rienn itahfey ipsu bilsi
inv tors of ‘talvea itlrawsitl iteyr, t it thiec ateasns of t he sec:
con rning how tfHey can be purchased.

72p.L. 116140, the Energy Indepelence and Security Act of 2007, §1205. Energy Saving Debentures.

73S B AEnergy Saving Debenture:  F A Qttps:/fivwvi. sha.gowbntenténergysavingsdebenturesgags

7413 C.F.R.8107.110.

SBA, “Funding the SBI C Htpsdawwasha.gov/sbic/fudingbicprogranwThe’SBA is

required by statute to 1 s satlessthanevery h2tmonths and shalldgpseatsuohdi ¢ i nt er

shorter intervals as it deems appropriate, taking into consideration the amount and number of such guarantees or trust
certificates.” See 15 U.S.C. § 6 87 m.

®SBA, “Funding the SBI Cathitpsdgwwasha.gov/sbic/fudirgpicprogranw,
7 Ibid.

78 To view recent SBIC debenture offering circulars see SBE BI C Debentures Offering Circula

https://www.sba.gowategorylendernavigationgbaloan-programsgbicprogramprogramdataperformance/
informationtru-1.
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The SBA operates thsubBidypbagiam dn aezemnp 1t s
defaults MAdcicurauttheriSBed to charge SBICs a 3% or

anfdor peaarcthi ci pating security issued (1% at c¢commi
to exceed 1.38% for debentures and drdwd® for par
which i1is fixed at the time of the Il everage c¢ommi

feebate adjus®ed annually.

Debent urlee S8ddLge Requirements

A 11 cdeenbsee®iitBU1€Ce i n good standing withapplde momstthet
SBA for finanweirddabgflepstsosBA@aAWeofl eHowpvrvdmw,attechae aPB A
has traditionally faprprao vmax idmbmtnd hirx0 BBl Cast e cap
no fund management teanmkimmuymeaxmewndd ffadfc ladJdeorwage c
million pe&rSASBI Coando$ two or more® licenses unde

Debenture SBICs obt ai n -glueavrearnatgeee df rdoenb etnhteu rsea lpea rotf
certifigatbeant 8BA debeinmtnurter upsatr tciecrit i fi cates may
years, although osglupramd ecut dtedbrditmg eSBPArticipat
a term exceand nagl 11 Or eycceamts public offe®®ings have
De benStBulrCes are required to make semiannual payme
semiannual paymeatnsuoh ¢her §$8B8A and a lump sum pr
investor s®SaBtl Cmatauwrci tayy.] o-wadr anotpedpdygbB8BAtyes wi
Howeverguar8BAeed debenture must be prepaid 1in
prepaid on a semiannuad oaymemt(dnteredhe debent
market conditions -wadrretahseucriyniset est at a®® heof i mO® o f
Al s o, as mentioned previously, LMIBydebentndedOar
years (plus the stub period).

Because the SBA guarantees the deadembtemrter,r ei nvest
parti dirmattitdanSi optpoosed to others available on th
likely to accept a lower coupon (inteisest) rate
guar #As ee . tks uSBLC pr o SBds xsmdtamon cveesntaur e capit al
reducceoss ti tosf raising additional financial resour

7913 C.F.R.8107.110; and13 C.F.R.8107.1210. The annual fee for debentures at the time of the leverage
commitment in FY2018 i6.222%. The annual fee wag82%in FY2015, 0.672% in FY2016, and 0.347% in

FY2017. The participating securities program is no longer
Program: An n httpst// wEsharg@vidqciment/suppotijectobjectannuaicharge
8013 C.F.R.81071120; 13C.F.R.8107.1F0; and SBA, “American Recovery and Reinve

I mplementation of SBIC Program Changddministraforfor t er fr om Harry
Investment, to All Small Business Investment Companies (SBICs) and Applicants, May 4, 2009, p. 1.

81 One debenture has a term of 10 years and 29 weekS. Bek, “Of fering Ci,Guarahteed , $1, 192, 23:
2.829% Debenture ParticipaticCertificates, Series SBIC 20150 B, ” Se p t e mhtips:fwwi.sba.go? 0 1 5 at
contentsbic201510-b-cusip83164 1feO.

82SBA, “Small Business I nv SmallBusinessNae2Pat ni es (SBICs ), ”

http://www.smallbusinessnotes.cdiéinesdinancesgmaltbusinessnvestmentcompaniessbics.htmj and SBA
“For S BI C:Fingneirlg Dptiana Explainedat https://www.sba.gogbntentfinancingoptionsexplained

8313 C.F.R.8107.5Q and13 C.F.R.8107.1150
84 The coupon (interest) rate on SBA debentisdsmsed on the igear Treasury rat@djusted to the nearest 1/8f
1%) plus a marketriven spread, currently about-80 basis poits. Seel3C.F.R.810750;, and SBA, “Trust

Certificate Rates: SBIC Debent ¢ P o hitps:#/wwiv.sha.gogbontentirustcertificateratesshic-debenturepools
Thecoupon rate for thenost recent sale af SBAdebentureertificate, wheh took place on March 14, 20148as
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Because debenture SBICs are required to make ser
and semiannual psa yaimennutasl ocnh atrhgee ,S Biédhset ym@tmetnsd t o f o
mi-d nd dtaggae small businesses that have a positiyvV
cash flow have resources available to make payme
interest payments or sdmnavlild ebnudssi.n elsns ensa nwyi tihn sptoasnicte
seeking ecxappair®ailo nf.or

Participating LSeevceurraigtei eRsesqSuBilr(e me n t

Al t hough the SBA is no longer issuing new commidt
aut horized t o iaocnc efprto ma nl iacpemlsiecda pfaart ilce wpeart a gneg s fe
to 20t0Hgp oifvat Alcsnp,i faahd management team may eXxce
maximum amoumth T fmillehiceonma g@géfli ISIBil €n afhadr $t wo or mo
licensescammon contr ol

Participating securities SBhb@yaobetaeidnpdrlktecempagd
securities. The SBA pooled thgwaer pmtread iparttiingi
securities certificanteseregtepirestthd im@golan tumdiwv e
public offerings. SBA participating securities n
public offerings had a specified a term of 10 ye
Theweeddéd public offfiariamgseedf paABAicipating securit
start of the participating securitifisngphkogram, a
SBAuaranteed participating s edc uvar itteirems ocfe r1tOi fyiecaar
was offered to investors on February 19, 2009, v
20679 .

SBIC participating securities certificates provi
ividends on pastfeamr ealn sit meckme imamrd, or a priori
imited partnership equal to a specified interes
rincipal paAmenmt izt pmatimigi sgcurities SBIC is ol
anye n‘omly to the extent it has suffi®ddent profit
articipatinigs serabliditts @®BHL any required payme
aymentbehnal f. Because startupofatnedn ecaarre yn ostt aigrei tsir
rofitable, the SBA include@d flfaemwrguagg ec iirnc uiltasr sp atr
anticipates that it will .bpea ycnaelnltesd fuopro nt hreo uStH InCes
early years of Vamrd I ti'dvxepse ciottfs stuoc hb eS BleGsmbur sed [ b
amount.supadaed its guarantee over®the life of a pa

T oot T T A

a

2.507%.

85U.S. Congress, House Committee on Small Busirgmssg|l Business Financing and Investment Act of 2Gfrt

to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315 (Washington: GPO, 2009), p. 11;

andSBA, “ S BI1 C:FRAQ@sb8gWhatrinvestment styles and fund types fit betsitvh e S BI C aPr ogr a m? ”
https://www.sba.gogbntentfaqs

8613 C.F.R.8§107.170.

8713C.F.R.8107.500;andSBA “Of fering Circular, Guaranteed 4.727% Parti
Certificates Series SBIGPS 200910 A, February 19, 208 pp. 7, 14, athttps://www.sba.goebntentsbicps2009
10-cusip83164tepb

8SBA, “Offering Circul ar ,ingGecurities Rarticpatidon Certifitaled, Geri@®SBE i c i pa t
20091 0 Bepriary 19, 2009. 2, athttps://www.sba.goebntentsbicps200910-cusip831641epa

891bid., pp. 2,3. Also, seaJ.S. Congress, House Committee on Small Busirrsgate Equity for Small Firms: The
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he SBA guaranteed the ceratSiBfiiCcate, 1nve
t itnigf isceactuer iatsi eosp pcoestre d t o ot hers availahb

u t
i pa
kely to accept a lower payments rate than
e e
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)
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=0
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i
an t
dpattiomipating securities SBICs are more 116k
tup and early stage small bapasirtdss pathagaus c
SBfsCersequired quarterly paymehysyd¢adr s nofstle
st ment . Because participating securities SBI
ents, they ara@asmatbubagwagmepfocmecion for gr
itability ratherg tihmmepdoisaiticifsvledbweas pects for I

As Mafr 3lh 801t he SBA hadwmatgtanadnnhge uapaid princi
$11.1bi 1 1 i on in S7BEmM ldeiboenn tiunr eSSBI C§ par3%.7cipating s
millioomern SpSrBlfGame¢ i?Fhe. SBA also had an outstand
$3.1bi 1 1ion in &BREHidlelbieonnt uirne sot her, pPrimarily SSB

= o 8 0 S
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Impact Invest mentReSBli@ elneevnetrsa g e

The SBA acbdlhlempact Investment 28tBAdCgdtmiagarneaas vef cr i
national priority including underserved markets
credit a%0dn cJaupliyt a2l6., 2011, the SBA announced tha
lichanmWeawarded toghmvie MeMiZalmi ne Fund.

Licensed impact investment SBICs maythaepiprl y t o t}
private c¢apl73mill,] iloinmi tlend atdod i$t i on, they may rece
mor en tlh0a0 % o f t h ediurgiparniyv afties ccaalp iyt%mlr 1 [ s abhj BTt mi t p.

Importance of the Participating Securities Prograt09" Cong., ® sess., April 13, 2005, Serial No. 109
(Washington: GPO, 2005), p. 5.

9% The couporrate forthemost recent salef a SBA guaranteeplarticipating securities participation certificatehich
took placeon February 252009, was4.72®.SBA, “ Of f e r iGuarant€ed 4.¢2¥% Rarticipating Securities
Participation Certificates, Seri&BIC-PS 20091 0 BRepriary 19, 2009, p. 1, bitps://www.sba.gogbntentsbic
ps2009-10-cusip83164tepa

91U.S. Congress, House Committee on Small Busirgss|l BusinesBinancing and Investment Act of 20@8port

to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315 (Washington: GPO, 2009), p. 11;

andSBA, “SBIC Program: FAQs 7. Wh a t is the status of the Part
https://www.sba.gogbntentfaqs

2SBA,“SBIC Program Over vi e vwhitps:dwsvw.sbé.goMarticle/2018/may/15/quartétifta > a t
march31-2018

9 |bid.

94 SBA, “Impact Investment Small Businesyle s t me nt Co mp a n p.1,@thtp/Inen sha.gbeltes/d ,
defaultfilesffiles/Impact_Investment_Call_for_Action.pdf

®SBA, “SBA LstedhmpacFitnvestment Funhitpsiimvwbba.goetntertsha, > July 26
licensesfirst-impactinvestmentfund-michigan Thelicense was date#lpril 25, 2011.Mezzanine financing is a hybrid

of debt and equity financingndis typically used to finance the expansiorankxisting business. It provides the

lender the right to convert to an ownership or equity interest in the company if the tadrpaid back in time and in

full. It is generally subordinated to debt provided by senior lenders such as banks and venture capital companies.

Another license was awarded to SJF Ventumsch has offices in New York, San Francisco, and Durham. It

reportedly will serve a licensing and oversight role and will not receive leverage from theSSB&BA‘chooses firm

with a cleartech profile as its newest investment parti#ashington PosMarch 8, 2012, at
http://www.washingtonpost.coimisinessin-smaltbusinesgbachoosedirm-with-a-cleantechprofile-asits-newest
investmentpartner201203/08/gIQAKgmPzR_story.html

Congressional Research Service R41456 - VERSIOK6 - UPDATED 18



SBA Small Business Investment Company Program

The S$SBAel ahiimppact investment SBICs to a maxi mum
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%SBA St&rtUp America Impact Investment SBEPIAatitiative Policy
https://www.sba.gogltesfiefaultfiles/files/External%20Impact%20Memo%202002-26%20final.pdf and SBA

“SBA Announces $50 Million Increase Match in its SBIC Ear]l
Investment Fumthtps://wivwsbagogbntentdb@ani3ounces0-million-increasematchits-sbic
early-stagefund-and70-million-bumpits.

“SBA, “Small Busine ssEalrnlvye sSttmegeedesiBRbgiptad 5013, Apfil 27, 2012.

98 bid., p.25052.

9913 C.F.R.8107.1B1. The required reserve is reduced on each payment date upon payment of the required interest

and charges.

100 SBA, Office of Congressional and Legislative Affai'sCor r e s pondence with the author,” W
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the 'SBAnnual charge during years 6 through 10. T
debeist prd ncipal amount when the debenture reach

Because early stage discountnttdr dsestbemd ymenst sdoomof
SBA annual charge for five years, they are most
that have not established a plesittoi teh ScBdstth: [ fyl o w at
As a rbyubstageadiscounted debentures are desi gne
stage small businesses, which by definition have

Reporting Requirements

Once 1 1cens erde queiarcehd StBol Cf aihsa fiwh & hc ttdhka tS Bphocaltu d e s
an auditappyr aveSdBAi ndependent public accountant.
site regmpht eanye Yraxmadmirneaqtuiioonesd to provide the SB

T a portfolio fih@ndang gtpgaltée Floehiemch financ
of a smal?l business;

T the veahdaopraf and investments within 90 days
year 1in the case of annual valuations and wi
ot her rtepo®ting periods;

T any mat ercihaaln gaedsveirns eval uations at |l east quart
following the ¥hasde of the quarter);

T copies of reports provided to investors, doc:
Exchange Commission, and documents pertainin,
proceedings, including criminal charges again

compl et elhd sporsyonsd atement i lkiolmesd.i on with

SBIC Program Statistics

As Mafr 8lh 8,0 1t h €30e§ iweeans ed S BI@2 sl eibne notpuerd®a tSiBolnC s
participatingbbaemknedienedBEEdOSBRICEs ) and

As showabhld,en he numberl Of glabenthygas 8B in recent
However, there are fewer licensed SBICs today t6h
reduction imathecnpmbemgodfecurities SBICs and S S

Table 2. Number of Licens ed SBICs by Type, FY2008 -FY2018

FY FY FY FY FY2018
200 FY FY FY 201 FY 201 FY FY 201 (3/31/
SBIC Type 8 2009 2010 2011 2 2013 4 2015 2016 7 2017)

Debenture 129 126 140 143 158 175 187 205 216 227 226

10113 C.F.R.8107630; and13 C.F.R.8§107.680.
10213 C.F.R.8107.640

10313 C.F.R.8107.650

104 bid.

10513 C.F.R.8107660

163 BA, “SBI C Pr oagsr aonf QOMWaerrcvhhttp3winww.gba.dowartitle/2018/may/15/quarterly
datamarch31-2018
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FY FY FY FY FY2018
200 FY FY FY 201 FY 201 FY FY 201 (3/31/
SBIC Type 8 2009 2010 2011 2 2013 4 2015 2016 7 2017)

Participating
Security

Bank
Owned/
Non-
Leveraged

149 127 107 97 86 63 53 46 41 33 30

54 48 47 46 44 43 45 43 47 47 46

Specialized
SBICs

Total 348 315 307 299 301 292 294 303 313 315 308

16 14 13 13 13 11 9 9 9 8 6

Sources: U.S.9mallBusinessAdministrationd0 SBI C Pr o g r alamnua®\23% 2009; September 30, 2013;
andMarch31, 2018.

The SBA has made it a goal to increase the numbe
an emphasis on new 3deob epnotsuirtei oSnB ItChse Ipircéd8hrsaens ,f or

OverSaBIICs pursue investments incaabmas gotfmgrege of
invest meimtd.i WiBbdmépl c i el azearticulaanadthieelsdimwveistndu
more generally. Most SBICs caomment(riatee ,om ta rgarpt
expanosri otnurnaroundgraphiicdantiafy na whdah to focus

Total Financing

From the 1incept i onDeocfe nibh2ed7]SIBIBIaGpa oigmr vaens tt o d

appr ox B9mlabtbelllyi on i n 7&IF%fri onxainmeai tneglsy tiIfAs mall concer
mentioned piMavw®lhu ,0ft, heasSBA had a guarantee on a
principal$ll.billalniceen oifn S7BEi ldleiboem tiumr eSBI & partici
secur i t56.%nsi,l lainody Sipm i onalr ¢ 1 y S'N[HhleC,S BfAi md mwi th@asd. an

WSBA, “FY 2012 Congressional Budget Justification and FY 2
https://www.sba.gogitestiefaultfiles/aboutsbaarticle/
FINAL%20FY%202012%20CBJ%20FY%202010%20APR_0.[dfe SBA issued 6 new SBIC licenses (5 to
debenture SBICs and 1 to a bamkned/norAleveraged SBIC) in FY2008;11new SBIC licenses (8 to debenture

SBICs and 3 tdbankowned nortleveragedsBICs) in FY2009; and 23 new SBIC licenses (21 to debenture SBICs and
2 tobankowned nonleveraged SBIQsin FY2010. The SBA issued 22w SBIC licensesl@to debenture SBICs
and 4 to bankowned nonleveragedSBICs)in FY2011; 30new SBIC licenses {2to debenture SBICs ar8ko bank
owned nonleveraged SBICsh FY2012; 34 new SBIC licenses (29 to debenture SBICs and&nkowned non
leveraged SBIQsn FY2013; 30 new SBL licenses (2to debenture SBICs arfdto bankowned, noAeveraged

SBICyg in FY2014; 25new SBIC licenses @to debenture SBICs argto bankowned, nodeveraged SBICs) in

FY2015; and21 new SBIC licensesl({ to debenture SBICs artko bankowned, nofleveraged SBICsh FY2016.

1085BA, “ Of f e r i$h,Q86,275,00QGuaranteed®.187™6 DebentureParticipation Certificates, Series SBIC

2018-10A, March 14, 2018, p. Athttps://www.sba.gov/article/2018/mar/16/sk2i@18 10acusip831641fk6. The

SBA has a selected list of firms that have received SBIC finantiolyding Apple Computer, Compaq Computer,

Costco Wholesale Corporation, FedEX, Infeinny Craig, Inc., Outback Steakhouse, Sports Authority, Staples, and

Sun Microsystem n it s website. S e e S Bathttps:#/vBvid.Eb@.goR/shic/genedaim Over vi e w, ”
information/prograroverview

1S BA, “SBI C Pr oagsr aonf QOMWaerrcvhhttpdwinww.gba.dowartitle/2018/may/15/quarterly
datamarch31-2018
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outstanding clobmniltinoenn ti no nS BSP3Cnbidlelbieonnt uvirrme so talnedr ,§ pr
SSBIC, fYnancings.
Including privadMaechnBbthit BBdtC,hpdaongefamed or c¢commi:
abot5bBI1ion in small bushars sefl ,c agtthalt het SBiAs k
bil ™4 on
In FX20Bna@s¢d 7® i nancings. The averatg®R2¥inancing a
In F&kRBIMfGands were fusre dapquimairngd yan existing bus:i
for operating capital (17.2%), refinancing or 1 ¢
equipment (1.6%), research and development (2. 379
(0.7%), mazrkeesnglad®), plant modernization (0.1
ot her us®s (6. 4%).
As s howabhld ien he total amoudt nefl SBFCnfgi thecireg ed s
(Decemb-¢nun200009), reached prergeassnébdyheeecl s i
sincel nt hFen22tlhe SBA commilOtheid Itioo ng uanr aSmBtleCe s$ma 1 1 1
investSBdrCtss i nve 7Tdbd ldnenhdr o$ ap rtio§edthei deflaipant al f
in fina®&dsmgl Fobudinesses.
In addition, the amount of SBA lheagsenagal dy a s ha
incresaned FY2005, peaking aet,h étl 3B eciverBY¥2012. Fc
commitments accounted for 12.3% of total financi
FY2007, compared with 59.6% in FY2M®I02,6% 1i.n6% 1in
FY2qQqnReo during EBY2A0B6. 2% in FY2017
Table 3.SBIC Investments, FY2005 -FY2017
($ in millions)
SBA Number of Small
Leverage/Guarantee Private -Sector Businesses

Year Commitments Investment Total Financing Financed

FY2005 $355 $2,540 $2,895 2,298

FY2006 $477 $2,420 $2,897 2,121

FY2007 $708 $1,940 $2,648 2,057

FY2008 $1,029 $1,398 $2,427 1,905

FY2009 $788 $1,068 $1,856 1,481

FY2010 $1,165 $882 $2,047 1,331

FY2011 $1,828 $1,005 $2,833 1,339

FY2012 $1,924 $1,303 $3,227 1,094

FY2013 $2,156 $1,342 $3,498 1,068

FY2014 $2,549 $2,916 $5,465 1,085

FY2015 $2,553 $3,733 $6,286 1,210
110 | pid.
11 |bid.

112SBA,Of fice of Investment a-aFhantingtoBusinasieshy State; BYRALZto Pr o gt a m
F Y2 0 1 htips://wawve.sba.gov/sites/dmilt/files/201712/SBICProgram_FinancingbyState_FYs2013to2017.pdf

W3BA, Office of Congressional and Legislative Affairs, “Co
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SBA Number of Small
Leverage/Guarantee Private -Sector Businesses
Year Commitments Investment Total Financing Financed
FY2016 $2,514 $3,478 $5,992 1,201
FY2017 $1,960 $3,767 $5,727 1,077

Sources: U.S. Small Business Administrationdo Per f or manc e
Budget

p. 4;U.S.Small Business Administration 6 FY2 00 8

and Financi al Hi ghl i ght
Re qu20G7ip. 28103 Snkakk r f or manc e

Business Administration 0 SBI| C P r o g Jaauary 23 \2@08eptereber,3@ 201&ndSeptembel0,

2017.
The SBA was authorBizleldi ¢ issSBI dpl ¢dvwe$Sa883ge from
mentionedPptLenw dtBlsd yConsolidated Appreapriations
anniBHC veamogwmt $ 4.Fboirl lcioomparative purposes, priyv
firms 1 n%beisltleidd &8 @idnl s3 ,i3m3b2 A 110 )9 ABeian s4 ,i3h6 2011, §
billi6o2ndteian s4 ,i @1b2d 1l B,0ocndBSianl s 1 &§4b2 A 11 B,80IndbeSanl s 1 n
201268b 8115 7%08beianl s i6nl bi¥l0ll 53 6Bé alns FY2 alnad $71. 9
billion in 552 deals in 2017.
In 2008, the Urban Institute released an analysi
from 199 7prtios 2Wé0Sr tventure capital investments n
second stage business | oans, (tbheicradu sset atghee sbeu s i n e s
investments are |Iikely to be of the sbayne charact
debent ut™®TISeBIWCrshan Institute found that debentur
more than 62% of all venture capital financings
business loans, and bridge kEopwesiod.tHewtbwvetedbt
the average amount of a SBIC debenture investmer
SBIC debenture inveshkmed%soh ctcotidflt edolfloars inves
Financing to Specific Demographic Gro:u

As s hoawab4 ien n 68SBA Ll 8nfaidnea n29%n g §
t ol 481mi4l 12i.%4no f{l t he t ot al
small businesses.

6ll financings)
a mo u notw mbef a-afainnt arnoclilnegds ) t o

Table 4. SBIC Financing, Minority -Owned Small Businesses, FY2016

Small Business Percentage of

Ownership Number of Percentage of $ Amount of Total $ Amount

Demographic Financings Financings Financings of Financings
BlackOwned 36 1.2% $41,093434 0.7%
Asian Owned 34 1.1% $43624977 0.7%
HispanieOwned 15 0.5% $56,690271 0.9%
Native AmericarOwned 0 0.0% $0 0.0%

114 pricewaterhouseCoopeisational Venture Capital Associatioh,Mo n e y T r e t¢ N&tioRat Aggragate Data”
at http://www.pwcmoneytree.com/

115Kenneth Temkin and Brett Theodos, with Kerstin Gentsthe Debenture Small Business Investment Company
Program: A Comparative Analysis sfvestment Patterns with Private Venture Capital Equityashington, DCThe
Urban InstituteJanuary 2008, 8, athttp://www.urban.ord)ploadedPDR11601_sbic_gap_analygsf.

116 |bid., p. 1.
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Small Business Percentage of
Ownership Number of Percentage of $ Amount of Total $ Amount
Demographic Financings Financings Financings of Financings
Subtotal 85 2.%% $141,408682 24%
Other (Nonminority) 2877 97.1% $5,850285247 97.6%
Totali All Financings 2,962 100.0% $5,991,693929 100.0%

Source: U.S. Small Business AdministratiOffice of Legislative and Congressional Affai@grrespondence
with the authorg November 15, 2016.

Note s: Ownership is defined as owning at least 50% of the small business.

In additiSOBI Gsn nfaYd2e0 135 financings (1.2% of all
(1.3% ofamohemtt ftitnda noceended s mall businesses and 20
of all financings) totaling neardiy ot 2r@ nmi l 1 i or

owned smallY businesses

Research concerning private-owaoetdu weomenzepdi t al 1 nve
s mabluls i nesses 1s Isi mliitfefdi.t hdbatt at on efsiankds a r yt t © ¢ o mp
SBIC psogmamst mentwned wmemenmeictayy | businesses to t
secs oirnvestment® in these firms.

In 2007, the SBA acknowledged att par ocgornagnrse stshiaotn a 1
“women and minority represefddndilbas imedn hfoSBhdn:
ye aTshhe SBA reported at that time that it did no

it has tried to increawova wamdthea SBI €@ powigtr g mr dpr
to venture capital firms, trade organizations, a
minority representation ‘ifrn ntdiemgSHEGemntaugra fiiirmsl
minority represesnmamnitonr ommitheics #MMo wenv esre,ni or |
despite thest hSenfaflolr tBsu,s iinne s2s0 0l9n,ve s Noat i Adhd i ance (
Association of Small Busisrerescowdlgmeesstimanmtt hGemp a mi
SBA dadi acces hapr 6sPpBdIfiBcAe ns i ffhga sp rdoocnees san abys mal

at attracting and licensi®g funds led by women a
During''@hmreg Ses gt8hSetna l I Business Ven,t uwas Capital A
introduced 200 Dard bretadfe®@ gt e Committee on Small B
EntreprendNarfhifpher action was taken on the Dbill
investmentoswmeidn swwanleln bBwsxiimddsye snadnd®conomically d
small busihgssncomazermg the amount of leverage a
least 50% of their financings 1in small Dbusiness

socdiyaland economically disadvantaged small busin

117 Six of these financings, totaling $15.0 million, were categorized as both woweed and veteraowned.SBA,

Of fice of Congressional and Legis | RBecembeel208& fairs, “Correspo
118 Kenneth Temkin and Btt Theodos, with Kerstin Gentscithe Debenture Small Business Investment Company
Program: A Comparative Analysis of Investment Patterns with Private Venture Capital’Equiya s hi n geon, DC:

Urban Institute, January 2008.12, 26, at http://www.urban.ordJploadedPDRM11601_sbic_gap_analysis.pdf

119.S. Congress, House Committee on Small BusirfagsCommittee Hearing on Legislation Updating and

| mprovi ng tstment aBd3SArétg BohdrProgramgd 0" Cong., ' sess., September 6, 2007, Serial Number
11044 (Washington: GPO, 2007), p. 15.

1201pid.

121.S. Congress, House Committee on Small BusirfegsCommittee Hearing On Increasing Capital For Small
Business111"" Cong., ® sess., October 14, 206&mmitteedocumentno. 112051 (Washington: GPO, 2009), $9.
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Finanlyi nfSgt ate

As s hnofed3, ein 7FYZBINCs provided financi@mg to s mal]
stathbsthe most finaGacliinfdd iffnaikaa n(gi p P & Smidilailoinn)g §
Te x a5s¥ i(Ragmc it m 4 8.6minl g jSoFalnodf @ ¥ d n a nt coit naiglsi &n g

mil lLion)
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Table 5. SBIC Financing by State, FY2017
(% in millions)

# of Amount of # of Amount of
State Financings Financings State Financings Financings

Alabama 5 $17.3 Montana 11 $124
Alaska 4 $144 Nebraska 11 $37.7
Arizona 62 $1685 Nevada 6 $13
Arkansas 11 $246 New Hampshire 13 $26.3
California 447 $9935 New Jersey 87 $208.7
Colorado 71 $1557 New Mexico 5 $15.3
Connecticut 22 $28.9 New York 178 $389.9
Delaware 4 $16.6 North Carolina 84 $167.3
District of $20 North Dakota 18 $129
Columbia

Florida 202 $417.8 Ohio 61 $111.5
Georgia 87 $163.2 Oklahoma 22 $27.8
Hawaii 0 $0.0 Oregon 19 $445
Idaho 7 $9.3 Pennsylvania 134 $317.3
lllinois 184 $283.7 Puerto Rico 1 $15
Indiana 50 $104.3 Rhode Island 3 $11
lowa 5 $16.0 South Carolina 49 $46.0
Kansas 25 $20.5 South Dakota 0 $0.0
Kentucky 8 $49.3 Tennessee 50 $124.7
Louisiana 20 $55.3 Texas 253 $486.1
Maine 6 $18.8 Utah 43 $61.3
Maryland 38 $76.0 Vermont 1 $3.1
Massachusetts 96 $229.1 Virginia 37 $153.8
Michigan 59 $1337 Washington 41 $79.7
Minnesota 124 $185.2 West Virginia 0 $0.0
Mississippi 17 $17.6 Wisconsin 32 $105.3
Missouri 63 $85.7 Wyoming 0 $0.0
Total 2,779 $5,727.3

Source: U.S. Small Business Administration, Office of Investment and Innqv&BiC Progrand Financing to

Businesses by StateY2012 to FY201,6

12/SBICProgram_FinancingbyState_FYs2013t02017.pdf

ratps://www.sba.gov/sites/default/files/2017

The previously mentionedt 2008atabyni dnefidabent
financing from 1997 to 2005 found that the dolla
was more evenly distributed across the mnation t1}
For exampl e, et hfeo ulnrdb atnh altn sGailtiuftor ni a (45. 8 %) and
received the largest share of the total dollar
1997 to 2005. The two states accounted for more
Congressional Research Service R41456 - VERSIOK6 - UPDATED 26
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t nds. I

eed by private venture capital fu

eived the largest share of the total do
5. The two statesthicchbuh2®dd b¥bradfdbhcae th @
debentlunr ea dSdBifithklieo.nt op 10 states 1in ter ms h
l ume 1 nve ¢ needa ralcyc o8u4n% eodf t he total i1invested by

mpared with 64%%for debenture SB

cont

n
11 a
ahu
of

> 0 < oo
O oK oo B
—pg._g
D M <

comparisobmpsodtehdi stasbetoonvehtprevetunepital fu
FYa2n0dl 6SBI C finalfstalgHesnsgh¥2@Ur ban finsdingte
at SBICs investments were mor e esveecntloyr dviesnttruirbeu
pital fund investmesnte Hae otmhd 904s ¢du Riddg. chhart i
e fiqrusatr tFeMr2s®@ @iad i f 6.7%)Ne w( Yor k Mabskat®husetts

1 7%)a nkKl o(2i7%d)a received sofiether godtdtalsdaoadd ar vol um

n
h
a
h

A~ 0 =

private venture capital fiamd §toid K& .2%)o vorf stthaet e s
total dollar volume 1invesdtued ntgy trhral®®h atti emev erretru road
contrast, the four states with the 1lar7gest share
(Cali f 0.3%nTeax aBsf% Al o mtt Wda.nMe w Yob8%) accounted for

39% of the total dollar volume invested by SBICs

Financing by Industry

As shodabB eSBIC fina®vtwengsmade FYR0d variety of i
investments ipmr onfacnsusfiaocntaulr,i nsge;i enitn focmatanadnit exchad
wholesale trade

The 2008 Urban Institute comparative analysis of
“‘SBIC financing is less concentrated by industry
fitansd ot al financings by SBIC4$eaghe i imdhonaknt ¢ €s | i k
comparabbdecpopirvatature cBPheéealir dmwvesittment ffoiurnds .
unl i ke“t hRI G@Gsa,l ue of investments by private ventu
towards imdoffiiwdidbacamptieteneantiitms receiving 10
prisece¢or ifPfvestments.

122 Kenneth Temkin and Brett Theodos, with Kerstin Gentsthe Debenture Small Business Investment Company

Program: A Comparative Analysis of Investm®attterns with Private Venture Capital Equity, Wa s hi n geon, DC:
Urban Institute, January 2008, % 18-24, at http://www.urban.ordJploadedPDF11601_sbic_gap_analysis.pdf

123 pricewaterhouseCoopet$,at i onal Venture Capital As s, RegionaltAggregate “ Vent ur e
Datag &thttps://www.pwcmoneytree.coRéportsHomepage%2RegionalAgg.xIsx

124 Kenneth Temkin and Brett Theodos, with Kerstin Gentsthe Debenture Small Business Investment Company
Program: A Comparative Analysis of Investment Patterns with Private Venture Capital’Equiya s hi n gheon, DC:
Urban Institute, dnuary 2008, p8, 11-17, at http://www.urban.ord)ploadedPDF11601_sbhic_gap_analysis.pdf

125 |bid., p. 11.
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Table 6. SBIC Financing by Industry FY201 6

Percentage of

Number of Percentage of $ Amount of $ Amount of
Industry Financings Financings Financings Financings
Manufacturing 735 24.8% $1544997275 25.8%
Professional, Seientiic, and 462 156% $865929656 14.6%
Information 290 9.8% $666374842 11.1%
Wholesale Trade 256 8.6% $539995904 9.0%
Health Care and Social Assistance 233 7.9% $591,590995 9.%%
C\?a”;tigii}lg‘rt‘i;’gee"’r‘;‘gnf”ppon and 192 6.5% $405724999 6.8%
Retail Trade 177 6.0% $278,246,790 46%
Construction 116 39% $172,800764 29%
Accommodation and Food Services 114 3.8% $176892076 3.0%
Transportation and Warehousing 81 2.7% $103,672277 1.7%
Mining 78 26% $44,589859 0.7%
RealEstate and Rental Leasing 56 19% $137,469681 2.3%
Finance and Insurance 54 18% $164,976428 2.8%
Educational Services 47 1.6% $78835415 1.3%
Arts, Entertainmentand Recreation 19 06% $53,858251 0.9%
ﬁgric_ulture, Forestry, Fishing and 7 0.2% $34.500,000 0.6%
unting
'\E/'r":‘tr;fgreisngim of Companies and 2 0.1% $7025,000 01%
Utilities 2 0.1% $5,941,041 0.1%
Other Industries 41 14% $118272676 2.0%
Total 2,962 100.0% $5,991,693929 100.0%
Source: U.S. Small Business Administratiof, f i ce of Il nvest ment and | nnovation, 0

a ut hMovemiger 15 2016.

Legislative Activity

PL 1135, t he American Recover y( ARRA)Re iinnvcelsut dieedn t p rAc v
designed to increase the amount of leverage 1ss1
maximum amount of leverage available to an 1indi
$150 million,,awhibkesammgi ¢ hkesnmaxi mum amount of I
t wo or more Ilicenses undée®l tc oaninsoon ecnocnoturroalg etdo S$B2IZ

12613C.F.R.8107.1120and13C.F.R.§ 1 07 . 1 1 50 . P ratpvircipahasnbunt,of otitstahding delentures

and participating securities guaranteed by SBA and issued by any SBIC or group of commonly controlled SBICs may

not, in general, exceed at any one time |larfin2C08HPla0Ht equal t o
million, whichever 1s 1ess, of which no more than two ti me
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investment in smaller enterprises by requiring S
(February 1t71,if3¥¥00%prttatcdeast 25% of all future
smaller enterprises ARRA defined smaller enterp
more than $6 milddownnanmndi navema gomn ftwer epreceding
than $2 millions osri zmee esttianngd atthde fSoBFA i ts industry

ARRAl ewcod$SBIEE€ i1inves timecmotme iam clamSwBl ¥ dlikcewiseg on
or after O¢boobé¢rect, td0BAve a maxiithdimmde $250 ge ar
million for two or mor ¢ ftlihiec eSnBdetse dhtansddeira tc d mmosnt cSc
its finamnicnicnognse igne olgorva p hdtch aatr eaats laenads tc e5r0t% foife it s
investmentsi we¢dme bgeo gt dplwi c areas.

As part of 1ts Stoanr tJuapn vAanrdyh ie3c 14) b [a2mflalt 2Aa tmi we st r at i o

recommended thats tamenuSQBI Quprhogrizmti on be 1increa
billion and that the amount of SBA 1 @&@wherage avai
mul tipls€amitygneiébidtandased to $350 mi*¥0ni on from $
April 27, 28Dg@bl ithlkee $BAFftidedadlal elRleqgbibd ethhemg t he
billion Early Stage Innovation SBIC Initiative (
and up to $200 million in SBA leverage per fisca
encourage SBIC progtamei smadAmdbwtd hebsedikyus s e«
scver aha vwel Ibeendu mitaer @edutcger e stso expand the SBIC pr o«
increasing its annugkbnagthkwon enmditwg Istflmacnt ¢ gyms k1l i ¢

of funds5d imiifdtd atgoatne$dd e aisn digv it dfewmd d SIBil7S t t o §
mi 1 einoang ¢ edt horizing a SBIC program specifically
investments in business star t(uipnst raonddu coetdh)er ear 1y

Legiisdmtt o Target Additional Assistanc
Stage Small Businesses

Some Members and small bukegeska D

adonchobesshabbiwp
‘permdaemgressionally authogetedd 8Bl Co

madbgns miso

and early stage small businesses, which are genece
also as having a relatindVygchigh pbHteatgatifigrayg
assistance to startup anlakktatIBAhrsatrage ispmaliln gb wsei
program was created to fill a peycddeabendt umeest me
progs afmoc usanodn-dmaigdga s mall businesses. Because th
providing new liaensespatihgverepel hMemp SBI Cs ,

participatin@PBAsec@frfieeriiesg "CiSreceul ar, Guaranteed 5.725% Deber

SBIC 20081 0 Septdmber 18, 2008, attps://www.sba.goeontentsbic-200810-b-cusip831641enl P.L. 102

366, theSmall Business Credit and Business Opportunity Enhancement Act af 983Be maximum leverage
amountfor SBICs and SBICs under common conab$90 million Licensees under common control were allowed to
have aggregate outstandirayérage over $90 million only if the SBA gave them permission to d®.60105135, the
Small Business Reauthorization Act of 199&t the maximum leverage amotort SBICs and SBICs under common
control at $90 milliorand added the requirement that the amount be adjusted annually for inflation.

12713 C.F.R.8§1071150; and13 C.F.R.§107.710.
12813 C.F.R.8107.1F0.

2The White House, “Startugpnuatydt 20l at Legislative Agenda,” J
https://obamawhitehouse.archives.dnog/201201/31/egislativeagendastartupamerica

Congressional Research Service R41456 - VERSIOK6 - UPDATED 29



SBA Small Business Investment Company Program

nt r oldeugciestlloa tcireate a new SBA program that would
startupstagecamdl] businesses.
For e xdaunrpilneg' Ttohneg rlelsls , t he Hooufs el 8pBh, sRs.e,d5,2 %2y a v ot
Small Business Job¥AmadgCrediprdvisobn2018s pass
H. R. wouWadve authorized a $1 billion Small Busing
The proposed program would have providead equity
matching funds to each participating investment
investment companies to invest 1in small Dbusines:s
stage small businesses, deti“agdssasanhovsk samh¢d T
exceeding $15 million i#Tahrey pofo ptolsee dp rper wiga wsm te hnr
venture capital investments in star® up companies
H.R. ,5297subsequently saspgnoedecdnby CaoawgbygsBraniddc
SeptemberPl21132402 0tilDe (S makk BodbsdiAdtnotdf 20dOyde
legislative language authorizing a%HBomaelvle rBu siitne s
aut hor i zyeeda ra Itnhtreereme di ary Lending Pilot Program
than 20 eltigidbhdi mgnpnobdimedi aries each year, to
and $1 millioatpean 1int er alghtdei nianytee ronfe dli%ari es, 1 n
loans to new or growing small bu$Thesses, not tc
I nrtnee di ary Lendiwmg Hiulndte dPfogsrikxoendgresaent ] Yhirty

par tdicni ptahte ®progr am

As mentioneidn p2tOhle2i,8 B Al ghsata a Ht lpigseh ieSdBtl i€Caot 1 v e
encourage SBIC investments 1in ear'lCy nsgtracgses ,s mal |
H. R, 3Ghe Small Business InvestanmSht ]J]En8hhmenicle ment
Business I nnovvotuHodm eAchtbtrbi€éz eA@ hd3ni stration to est
s epaSrBltC pr o gr atmas gnabtulseiantkllsys eS$Smal l BusAmteosfs I nnova
20 1wa)si mter o8 uc}rddfgrid&onkgect 4

Discussion

Advocates of efforts to encourage capital 1nvest
including Members of Congress who have served or
Committees, havesaekumidnthnont dnfg ShBée uSrBilt( epsa rptrioc
has c¢r e &itne dt hdse gSapAs t i ng array of capital access

0RepEdward Perlmutter, “Pr oviHRIi5297 Snall Busifessdobshaad CreditbAatofi d er at i on
2010, R o 1 Congréssional’Recdrdidily edition, vol. 156, n@1 (June 17, 2010), ppl4608 H4609

BB81H.R. 5297 theSmall Busines Lending Fund Act of 2010399L. Definitions.

132 |pid. The nine targeted industries agriculturaltechnologyenergytechnologyenvironmental technologiife
sciencejnformation technologydigital mediaclean technologydefense technology, aqdhotonics technologyA
similar $200 millionSmall Busines&arly Stagdnvestment Programwas included irH.R. 3854 the Small Business
Financing and Investment Act of 2009, which was passed by the House on October 29, 2009, by a w32. &fi889
awaiting action irthe Senate.

138senAl Franken, “Small Business Lendi ngCodngressionahRecordo f 2010, »
daily edition, vol. 156, part 125 (September 16, 2010%7/458

134p L. 112240, the Small Business Jobs Act of 2010181. Small Business Intermediary Lending Pilot Program

15SBA, “Small Bus i n eRrofiteSourcesdor SBAN enva nNoend Loansat” August 4, 2011
https://www.sba.gogbntentsmallbusinessedavenewnon-profit-sourcessbafinancedloans and SBA,

“Intermediary Lending Pilot Program (ILP) Intermediaries,
https://www.sba.gov/sites/default/files/files/ILP_Intermediaries_150218.pdf
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n of capital t o eianrtleyn ssitva8B®& snsdmasltlr ibeuss.i n e
tativarNpdeida osYe Itfhirggqatieoasd ur i ng congression

This legislation, Mr. Chairman, also recognizes that capital markets are changing
dramatically. Credit standards are seictand small businesses are now looking not only

to loans and to credit cards to finance their operations, but they are also looking to equity
investment to turn their ideasto reality. This has become everore pronounced as asset
values havedeclined, leaving entrepreneurs witless collateral to borrow against.
Unfortunately, ventardchpital and teneqdity invesimbes declinedl.

Last year, such investmergtummeted from $28 billioin 2008 to only $17 billion last
year.Thisis due, in part, to dedisontpterminaiechies SaBdAmisni st r at i
largest pure equity financinggrogram—the Small Business Investmer@ompany
Participating Securitieprogram. This has left many entrepreneurdso need equity
investmento fulfill their business plans withoutsource of such financin§’

Opponents of efforts to encourage capital invest
have argued t hdpi lseucthnreefcfeosstasr x oruilsdk whemwosts on
weére dealing with record deb¥Dwmmidn gt nsairsstiad enraabtl ieo
propS8meldl Business Early Stageghrde sthmdnt tPwagr a
t hawouiltd 11ikely encourtalgteler ilsekgyi silflavhelispt nnbedn¥ qgso, f raendd
the fundibg "imveatrdd stag® small businesses.

Legislati onSBloC IFnicnraenacsieng Levels

In 2009, the Small Business InvestdermnmAltliicadde ch
under®fte d.r gued t Bsa tf itnhaen cpirnogg rlaenvel s woul d increa
improved its licensing processing procedures to
percentage of SBIC regulatory c¢apiittiaels awalsowed fr
increased from i33%pardenl) makamulubal Olfpr ogr am

licefnasnei 1 y ofaf utnmkd®82 2% immi¢l 1(i on for two or more 1i
conyrwds increased to allow SmBdsCsi 1t oplhacvee, ai s ewh

136J.S. Congress, House Committee on Small Busirgmssll Business Financing amavestment Act of 200®eport

to accompanyd.R. 3854 111" Cong., ®'sess., October 26, 2009,Rept. 111315, p. 2. For the arguments presented

by various organizations advocating programs to assist early stage small businesses and startups, see U.S. Congress,
House Committee on Small BusineSsipbcommittee on Finance and Tax Hearing on Legigl&iwposals to Reform

the SBAOGs Capi t,allf"Cdng. clsess, JUYR23 2009 HBoc. no. 1439 (Washington: GPO,

2009), pp. 1612, 6667; and U.S. Congress, House Committee on Small Busirelé€ommittee Hearing on

Increasing Acces® Capital for Small Busines411" Cong., ¥ sess., October 14, 2009, H.Doc. no.-D51

(Washington: GPO, 2009), pp.-35, 5654, 6369, 8699.

B’RepNydia Vel 4z qu e zqbsandGnredit Act &B10 s © n & s 8 sCeongréssibnal Recordiaily
edition, vol. 1%, no. D (June 162010), p.H4516.

BRep. Sam Graves, “Small Business CbnglessionaliRecordbt 256,i t Act of 2
no. 90 (June 16, 2010), p4H16.
¥bid;andRep) e f f Fl ake, “SSntadde Blumvesstsme tarAgt of 2009, ” House

Record, vol. 155, no. 171 (November 18, 200913083 Note:H.R. 3738 the Small Business Ear§tage
Investment Act of 2009, wame of eight bills merged intd.R. 3854 the Small Business Financing and Investment
Act of 2009 and was lateaddedto H.R. 5297 Small Business Jobs and Credit Act of 2009H.Res. 1436

140.S. Congress, House Comméten Small Busines&ull Committee Hearing On Increasing Capital For Small
Business111" Cong., ® sess., October 14, 2009,0tc. no. 111051 (Washington: GPO, 2009y. 32, 87.
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e x a mfolne, fund could be winding down, another cou
rampi e up.

During'!'@hmreg fHdRsi3854 t hlel SBoasi ness Financing and Inyv
which was passed by the HHo5b%e tohne Bcntaolble rBu2s9% ,n e2s0s(
Assistance andwRekbhetwaActmoof r2pb@dted after bein;
for consideration, proposed to encomghsege greater
maximemcentage of SBIC regulatory capital allow
t o 4S5o%m3f2Both meowmudldehave also

inémabhseglehe SBI
licsfnasmei 1y of funds 1limit to $350 millison from §
l i m$25800f million to $400 million f owermulltiicplne efdu
after September 30, 2009, andcomwegtegdgarnddp Boi ofat ¢
increased t hse aSuBtlMo rpirmagtriaamm | e ve.lD iflrloimont oi n$5. 5 b
FY20“1.

The Obama Adamisneicsotmrngetmiadsand So Art up Ame(rwhiach ni ti at
included&$dhbébi §BAon ecarlyndtitmpSBIConuesimentvesSIH
initiativégognghass thdopdtl2l egislat’soanhaalncrease
aut horizatlidmnt d r%4n B3 billion. The Administrat:
l11'Congress adopt legislation to increase the am
under common control to 350 million from $225

During'®hregdd®Rs,, 3Bma211 Business Investment Compe:
Act of WDullWdc hwdgamgeemt er utilizatbpniodfrehei 881 Che
ma xi mum a mountS BA loeuvtesrtaagned ianvgai 1 able to any sing

lesser of 300% o$fl 510t smiglrltiveanB B O o @of taf s opri vate c
$20mi 1 I £ omaj or i t y o f hceohnep annayn aagreer se xopfer i enced i n 1
morSeBI C |l compaandes would also have increased the
out stanldenmgr 8BA tawoa iolra bnloer et ol i censese HAHd@r c¢commo
mil frémMmi 1 1ion.

S . 2136bill to increase the maximum amount of 1 e
Business Inveswmelnd nlAaowdgargeealt9es5r8 ,use of the SBIC

incr ehmes imagx itmum amount of outstanding SBA levera
under ¢ ommoon $c35m0ft mnwid dfi2lo2ihSiad wo ull v e c rde hsee SBI C
progs aamut horization level to $4 billion from §$3

On Mar ch ,SI.5AmdtQ.1 21h83 3] NVEST in, Amasi od fAatedofon2@h
Senate floor as an amendndenRt. ,i3nf Gtahpes tnaartturCGurof a

Business ,StwhitawlpshaAdtpreviously passed the House
amendment omopwsagedDr theecB By i(mr)aggraasmng t he

ma x i mum a mo udnitn go fS BoAu tlsetvdemr atgwo aovra itharbd el i censes 1
contooB 350 rooim dfi2l2nSi o 1 na mw @t ahised )SgB 1 Cs par wtghrcarm z at i on

l evel to $4 billion fronH . $R3. H3i6I0h6i ®m mewhdilcehn S nat e

141 |pid., pp. 88, 89.
142H R. 3854 the Small Business Financiagd Investment Act of 2009481. Increased Investment from Statasd
H.R. 5554 theSmall Business Assistanaad Relief Act of 20108591. hcreased Investment from States.

143H.R. 3854 8401. Increased Investment From Staf493. Revised Leverage Limitations For SuccessBICS, and
8408. Program Levels; and.R. 5554 8591. Increased Investmeinbm States§593. Revised Leverage Limitations
for Successful BICs,and 8598. Program Levels.

““The White tHuwopn sfAeme r“iSctaa rL e gthttps//abamawhitehdugecarchives, gigstefault/
files/uploadsétartup_america_legislative_extda.pdf
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did not adopreogy abhesIT&Bd €cepted the Senate amendn
bill, which Presidenth.-O)@dmda si gned into law (

S . 344he SUCCESS&SnSAc t3 So7fh e2 ORle2s,t or i ng Tax and Regu
Small Businessedhakhketmohg20ther wtuhBeB I € 1 on s , 1 ncr ¢

progs aamut horization amount t odt $mdu lbtiilplliecon from §$3
licsfnasnei fyndf 1 imit to $350 millionedfheom $225 mi
maximum outstanding leverage amount available tc
common control to account for inflation.

In adHiRip&ajfh4 Small Business Investment Comp any
which was passed by the Housiencodie hf#BeE € mber 18, 2 (
progsmurhtipls/famitygnet $f3uMmldinl ifd didmi 1tloi o n .

During'!®®hrmrgrlsd Sme, ntai on eRl. Ip.7elvii doruesal sye, d etvheer aagnen u a 1
amount the SBA is aut hobWiilzleido nt of nho mavdi &ietb iit dod iStdBal .C s
increasings tahuet hporroigzraatm o nS .a md ithhte tEx pfsd dhinlgl iAemr e s
Capital for Entreprenewaulaav elccrdedesressp Macgr d E XCEL A
multiplsfami tgneé funds 1imit t9. $BZBhwmlvd ] i on frc
among othealipoont be omsmghtampls/f ami tyne€ funds [ im
$350 million

During '‘ChagPtds-11131€£basolidated Apprimpmdieatsicons Ac
t hSeBIpG o gsmaurh t i pks/E ami ty of funds™ ™[ nmadHi Bi $2350 mi
59088mall Business Invest menntr oQpupcoerdt vonni ,tSye pAcetmboef
and referred to the HouswouBammictrdechepaco nmbma l 1 Bus
amount of Il everagk 0 ho%audefl a8SpBHleCv b pe BBO %s i hopractice
o8 70 mi,l lwhoinc heftedimeschessnd 0 hixdo SBp Cafvate
cap(2@0% inofplrSdc tmidedhiocnhever is 1ess

During'®hmrg®PdEs-187AMBemal 1 BusinOppolhuast menhAtt of
incrde hneaex i mumm unt o f ilnedvieSiBdeeon I fSolr7 5 mi 1l 1 i on fr om
million

Di scussion

In 2010, the SBA announced that one its goals
“acceptance 1 nnd hienowmaea akseda ptllaec en mmb e r funds 11 ¢
leverage issued so as to impHbhe S$SBAidsadentced stsh
ARR’A changes to the SBIC program would help 1t
ma x1 mumglee wevrai 1l abl“¢ ot 6t h8BECg imesuphe private ca
SBI C, or $150 million, whichever is 1less, and §°
contarnodl i n¢theasmadi mum |l everage amouwmntss atnad $1 75 m

of
of

145 previously,S. 552 the Small Business Investment Company Capital Act of 2015, and its House companion bill,
H.R. 1023 would have increased that limit to $350 million. The Senate Committee on Small Business and
Entrepreneurship report&l 552on June 10, 2015. The bill was placed on the Senate Legislative Calendar under
General Orders. The House Committee on Small Business repbRed023on line 25, 2015, and the House passed
it on July 13, 2015.

146 SBA, “Fiscal Year 2011 Congressional Budget Justification and FY2009 Annual Performance’Repartat
https://www.sbha.gogltestiefaultfiles/aboutsbaarticl€ongressional_Budget_Justification.pdf
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$250 million for multiple funds under common cor
20009, and invest 50% of theit®dollars in |l ow 1inc
As mentionePd Lp7 lvhidawsalsye,d the annual leverage am
authorized to provide to,PSRBRL-C#3 #ohe$ 4@ abislolliiodna tf r c
Appropriations Act, 2 0 1s6 ,muilntcirpelaecs eld ctehnes eSSB IfG npirl ¢
to $350 ®mnldl-i §AHemal 1l Business Investment Opport
increased the maxi mumdad nBoBadsuCm 1 Sl 715¢ vmei rl dd g eo nf or
Advocatreoirmghse SBI Cs plreowaralmegee lamguesd t hat these
necessary ptea cled Ive df igdddpr dany tchfe SaBpAi '®lln access pr o
ddition, they argue that the demise of the SBIC

underut’ofizgzhei SBIC debentures program is preven
aceseng the capital necessary to fully realize t]
economi c*®Pacoherygyther hand, others worry about t
SBIC program has for the taxpayerd, aes petcairatlulpy ainf
stage small businesses which, by definition, ha:
for default than businesses that have establishe

Concluding Observations

Sonmde mbers oha&mnondgrtechsast shbb¢ IBAovided additional
assist small businesses 1in acquiring capital nec
creat® g otblkeir view, encouraging greater utiliza
smal business access to capital, result in highe
economic gr owth. For example, o nMahfec hl NWEST201 2,
in Americat A8anefo200O2ympia Snowe argued

The amedment[S.Amdt. 18331 and Senator Landrieu introduced would also help small
companies access capital by modifying the Small Business Investment Company, SBIC,
Program to raisent amount of SBIC debt the Small Business Administration, SBA, can
guarantee from $3 billion to $4 billion. It would also increase the amount of SBA
guaranteed debt a team of SBIC fund managers who operate multiple funds can borrow.
The SBIC provisions irthis amendment have bipartisan support, are noncontroversial,
come at no cost to taxpayers and will create jobs. We do not get many bills of this kind in
the Senate anymore.

“7sSBA, “SBA Project Plan, Section 5 pathttps:dwBl.sba.gositestr am Changes,
defaultfiles/recovery_act_reportsda_sbic_plan.pdf

1481.S. Congress, House Committee on Small Busirgss|l Business Financing and Investment Act of 2@€rt
to accompanyd.R. 3854 111" Cong., ¥ sess., October 26, 2009,Rept. 111315 (Washington: GPO, 2009), B.

1491.S. Congress, House Committee on Small BusirfagsCommittee Hearing on Increasing Capital for Small

Business111" Cong., ®'sess., October 14, 2009, Boc. no. 112051 (Washington: GPO, 2009), #8-91; andRep

Nydia Vel adazquezobs® Sammd | CrBeudsii tn e Acst CbagfessbiallRecortlailyHedition,e debat e,
vol. 156, no. 90 (June 16, 2010) 44516

150 Rep Nydia Velazquez;Small Business Financing and Investment Act of Z0B@use debateCongressional

Record daily edition, wl. 155, no. 159 (October 29, 2009), pji.2074 H12075;Sen Mary Landrieu,“Statements on

Introduced Bills and Joint Resolutiosemarks in the Senat€pngressional Recordlaily edition, vol. 155, no. 185

(December 10, 2009), $12910;The WhittHous e, “Remar ks by the President on Job
Gr owt h, ” De c athitpse/obangawhiteh@duse@rchives.geulitycheckihe-pressoffice/remarkspresident
job-creationandeconomiegrowti; andTh e Whi t e House, “Startup America Legislat
https://obamawhitehouse.archives.gitestiefaultfiles/uploadssétartup_america_legislative_agenda.pdf
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One of the most difficult challenges facing new small businesses today is taccagial.

The SBIC Program has helped companies like Apple, FedEx, Callaway Golf, and Outback
Steakhouse become household names. As entrepreneurs and other aspiring small business
owners well know, it takes money to make money. This legislation enshakeur
entrepreneurs and higirowth companies have access to the resources they need so they
can continue to drive Ameriteeconomic growth and job creation in these challenging
times. There is no reason why Congress should not approve this amendraastir®

capital is getting into the hands of Amerig#ob creators.

This amendment will spur investment in capitdrved startup small businesses, which

will play a critical role in leading the Nation of the devastating economic downturn from
which we have yet to emerge. For those who may be unfamiliar, despite significant
entrepreneurial demand for small amounts of capital, because of their substantial size, most
private investment funds cannot dedicate resources to transactions below $5 million. The
Nation's SBICs are working to fill that gap, especially even during these challenging
times?5?

Ot hers worry about e potential risk an expande
federal deficit. I n heir viperwo,motthee ebceosnto mmeca ngsr ot
and create jobs is to reduce bus®Fmers se xtaanxpelse ,a nd
Represent at itvhee hSaainr Gorfa vtehse, House Committee on Sm
the Small Bussi nEY20 tCosmmat ’bed ttiematt ®s t he House Bu
Committee that the House Small Business Commitdte
progs aamut horization to $4 billion from $3 billio
opposed fundsamagr Ifyors ttahgeaSHBRAIl Cmpadtt ianvest ment SB
because of their potential to gentodohetentedstse t1I
provide federal funds to subsidize the SBIC prog
views and estimates letter that

t h
t

The debenture SBIC program is designed to provide equity injections to small businesses
that have been operatiorsaid have a track record of cefdbw and profits.... T pregram

is financially sound because the structure of repayments ensures that the government will
not suffer significant losse3hus, no changes are needed to the program and it operates
on a zero dosidy basis without an appropriation. The SBA budget is fully supportive of
this program and we concur in that recommendation, including raising the program level
from $3 billion to $4 billion.

Presumably, some of the additional program level (whichoe#t the federal government

no money) will be used to support two new variations in the Debenture SBIC Pijtiggam

early stage SBIC initiative nd t he 1 mpact i nv eNeitheréniiativeS BI C i nitiat
has received authority from Congress nor haajitsrational principles assessed by the

Committee prior to implementation. The Committee reiterates its recommendation from

l ast year s v i—ene funds shauld bes allacated frenms the additional

debenture program levels for these two prograhiee Committee on the Budget also

should provide further protection to the existing debenture SBIC program by requiring any

modifications to the program, whether a pilot program or not, be based on a new subsidy

calculation that ensures the current debenpuogram will operate at zero subsidy without

BlSen. Olympia Snowe, “Jumpstart Our CBngrestmakRecord®lt art ups Act
158, no. 45 (March 19, 2012), pl=845.

National Federation of Independent Bthitpi/awevsanfiocom“Payroll Tax
issueselectionsissueselectionsitem/cmsid49039/andN F I B, “ Go v e r n Mashingto§, P€ah di ng, ”
http://www.nfib.comissueselectionsissueselectionsitem/cmsid49051/

>
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any increase in fees due to losses stemming from the Impact and Early Stage Innovation
programs'>3

The House CommittseF¥a0$SmalbvleBansandsestimates 1 e
commi st oeppoéoithenfunding of these two initiative
modi fications t‘whdathlte SBd Cpiphotgrmpmogram or not, b
calculation that ensures the current debenture g

imcreaseé&™in fees.

As these quotations attest, congressional debate
invol ved assessments of the ability of small bus
and evaluati omnsr iosfkctthtechfe rporfeofipgom e d chamigek, oand he
the potential Tsmpraicstk oofn tthhee pfreodgerraamb deficit . Em
data can help inform debate concerning the abildi
privater s@&nd the extenstkofthheepPpfogtamf proposed
progs arm s k, and the potsenntisal amptakde foddaehael pdofg
data concerning SBIC investment viinvpaalc tmiognh tr eaclispoi
prove useful

8RepSam Graves, “Views and Estimates of the Committee on Sn
Concurrent Resolution on the Budget for Fiscal Yeai3201 Wa s h i ,ipg 4, b, ahttp:/Bnibiz.house.gov/
UploadedFiles/iews_and_Estimates_FY_2013.pédso,seeRepSa m Gr aves, “Views and Estimate
Committee on Small Business on Matters to be set forth in the Concurrent Resolution on the Budget for Fiscal Year

2012, ” Was hi n gt hitp//[smbiz.6ouse.podploadedFiles/, at

March_17_Views_and_Estimates_Letter.pdf

154Rep. $eveChabot “ Vi ews and Estimates of the Committee on Small I
Concurrent Resolution on the Budget Fiscal Year 204, ” Wa s h i n @ tathttp://smaliusinegs.house.gov/

uploadedfilesz-12-2015_views_and_estimates_document.pdf
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Appendix.Small Business Eligibili
and Application Process

Small Business Eligibility RequirementH

Only businesse§sds tdheafti fsmmtiiid yt hpeh rStBiAci pate 1in the S
Bus i nmusste smere tt hetsi t$lBexk ¢ st andar difcdhr tthleey amdu ptrd ym
aogtehde 'S BaAl t et met standard for the SBIC program
ndard that 1is most 1ikedlt ¢ osniagten Vsetfaym eltalred cfoomy
C prThgr am.rrent SBIC alternative size standar
4t ,a nigsiebtl ewor t h nod%t.nfi hbmdoasvserafgeSfederanncome af
ome taxes (oxébudeng 4y téwlhherchmpeaediendears no
excempl PYAd i décofmp’anyubsi diaries, parent compan
nsidered in determining 1if it meets the size s

o B oW~ S
o — — o g9

ddition, since 1997, t hsep eScBiAf ihaad perqauea mteadg eS E
iobmgi nesses at the | oweftpreinma roif 1“tthhdee paw sma t t
ncial size standards applicable to the SBIC
ther SBR. pr-ordgedqdufiBrleCs | icensed after the date
ruary 17, 2009) to certify that at least 259
rprilsles. eAMtsemapri se is a company that, toget
h of no more thantd@d mdtl limmnomadf avetrlhgeprndd
more than $2 misl Isii@re o1t amedeatrsdc hi mt ht B &A pi pnldiucsat nrt
marill¥% engaged.

ASBIC |1 oocesfeod e Febrtubmastyola7l r e2086D9ed any SBA 1 e v«
commitments aft ¢musFte bhrauvaer ya tl 71, ¢ a2s0t0 92 0 % of its ag
(plus 100% for deovcengd@eoemmkeidmom) sl ler enterjq

Bgo~=rmrm— 0= ="Nneo
~ 0 0o ® M

copBmp = =B
. (¢}

o
-

155SBA,  “ SBmaslilness Size Standards: Inflation BRedgrahst ment to Mot
Register3364733669, June 12, 201ZhepreviousSBIC alternative size standanghich was established in 1994, was

tangible net worth not in excess of $18 milliamd average net income after federal income taxes (excluding any carry

over losses) for the preceding two completed fiseahyr s not in excess of $6 million. See
Standards: Increase Size Standard of Small Business ConcerngeHtigidssistance by Small Business Investment

Co mp a n i Federal’Redis®t695316956, April 8, 1994. The 1994 final rule used net worth, as opposed to

tangible net worth. In 1996h¢ SBA replaced net worth with tangible net worth for both the 508/I6Bn guaranty

program and the SBIC program “because items such as goodwi
account during calculation of SBAt “BamtlH fBars ilhess SpproSalan
Federal Regiter 3282, January 31, 1998he previous alternative SBIC size standard of no more than $6 million in net

worth and no more than $2 million in afexx net income was established in 1979. The previous alternative SBIC size

standard was a small businesa@arn that does not have assets exceeding $9.0 million, does not have net worth in

excess of $4.0 million, and does not have &figraverage net income for the preceding two years in excess of

$400, 000. See SBA, “Smal 1l iBeuStandard af SmalfBuginess Sancemnsifar r d s Increas
Assistance by Small Business Invest mdaderal Ragisigha8a5 e¢s or by De
September 28, 1979. Also, sE&C.F.R.§107.700; 13.F.R.§107.710; 13.F.R.8§121.301(c)(1) and 18.F.R.

§121.301(c)(2)

156 SBA, “Small Business Investment Companidse ver age Eligibility and Portfolio Di-x
74 Federal RegisteB3912, July 14, 2009.

15713 C.F.R.8107.710.
158 | bid.
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=)

C |l oocbeesfeod e Febrptulbnastyeldta@i v2a008 SBA leverage
er Febrmasty mde¢et 20O 20% threshold (plus 10059
mi lfliinoann)c ifrog provided before the date of the
ruary 17, 2009, and the 25% t™hreshold for

1T

—~ oo~ W

f
Cs are not allowed to ,frnwnawxntcei mntdhd nfvelslt onwinn ¢
f tnyaprec el ea s i,mEgi mpme aa dceosnepaal n icesst awiet h 1 ess t han
sets and employ,passiwvet be Unsuwad Suastaesses (t
gular and cont i gouro ucso mhpuasm indess 86 hoaptelrm tpromcge e ds t
rmi®indaddition, SBICs may not provide funds f¢
s ivity 1s deemed contrary to the publ
r n operation.

i
1ness act
a for % g

Ot D Oy e )
ocE® 0w m 00N

SmalkiBhess Application Process

Small business owners interested in receiving SE
the SBABI C WWiTlhecdommpoavtiodeys contact information f
sorted by state.ld GI tpraelfseor riendc lmidneismutnh ea nSdB ma x i mu m
range, the type of capital provi denddd(Ze g., equit
secured term,) ., orf preifreg rsectda ge¢ opgrtke ference (e. g.,
expansiohas¢ngetage), industry preference (e. g.,
environmendailstsrerbutciesn), geographic preference
specific state or stattedp,cuasnd caaglcst eqiupatteypr csatpdh g
companies for e x poatnasri goent iamngd caocngpuainsiietsi owmi t h r e ven
mi 1 1 i on aintdy parto ftihtea Bt'filme of financing

After locating a suitable SBIC, the stmaaltl busine
addresses’st bpebugiimass management, financial c o
The typical business plan includes the following
T the name of the business as 1t appears on the

communwhiyicth noper ates
T the city, county, and state of the principal

facilities:;
T the form of business organization and, 1f a ¢
incorporation;

Bl bid.; and SBA, “Small Bleverage Eligibilityland Pertfolio Rivensificatoro mp a ni e s
Re qui r e mkedetabRediste83912, July 14, 2009.

16013 C.F.R.8107.7220. SBICs are generally prohibited from investing in passive busine3i&3 pSogram regulations

provide for two exceptions. The first provides conditions under which an SBIC may structure an investment though up

to two levels of passive entities to make an investment in @assive business that is a subsidiary of the passiv

business directly financed by the SBIC. The second enables
financing to a small business through a passive, wholly owned C corporation, but only if a direct financing would cause

t he S BI @rsteincurJarelated Business Taxable Income. A passive C corporation formed under the second

exception is commonly known as a blocker corporation. The SBA has issued a proposed rule to expand and clarify the

use of SBIC passive business investmentsSBag “ S ma 1 1 Business ]RassivesBusiness t Companies
Expansion & Technical Clarifications80 Federal Registe6007760082 October 5 2015.

161 |pid.
162SBA, AII“SBIC Licensees By Statedt https://www.sba.gogbntentsbic-directory
163 |pid.
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T a description of theipabiperedyctincdoddngrther
rendered;

T ahistory of the general development of the pr
five years (or since i1inception) ;

f mformation about the relative 1importance of
the volume of the business and its profits;

T a descrtihpet s osnemwmefal and physical property and
business ventures;

T a descriptiaan rafbutteecshmifcalt s products and fac

T detailed informasionséabmat bhsebusnotsding p
customer s ;

T amarketing survey or economic feasibility stu

T a description of the diss tprriobdamgcitwsincosrsy; st em f or

T a descriptive summary of the competitive con.
business 1s engaged, including its competit:i
smallest competitors;

T a full explanation Sn¢rsodmmagrey ;0f t he busine:

T brief resume’s mdnat gembunsipessonnel and princ.i
including their ages, education, and busines

T banking, business, and personal references fo

for the principal owners,;

T bal anetes sahned profit and loss statements for t
from inception);

T detailed projections of revenues, expenses, a

T atatement of the amount of funding requested
funds

1T the 1 e dreenguefsotr for funds and a dasdcription o

T adescriptiont hhei stdmepddotngdi hsfrom the financin
expansion, 1improvement iurctfiioman coira li npcaseiatsieo ni .

e f fnicg¥* e

Because SBICs typically receive hundreds of busi
small business owners seek a personal referral ¢
manager being ttahreg eltiekde Itioh @ end riehaaste wheé¢ 1 bbei cwar ef
cons iAcedr di Smalb Bhsiness alnhostoaghAlsltivanc an
must undertake before it can make a'final decisi

164 Small Business Investor Alliance (formerly the National Association of Small Business Investment Companies)
“SBIC Fineaby-8ti ag, ” SWe p athttp:dvwvw.sbia.or@p@gessbic_financing

165SBA, SBIC Program: Seeking Financing fgsur Small Business 4t https://wwwsba.gowfficesheadquarters/
ooi/resourceg¥905

166 Small Business Investor Alliang¢éormerly theNational Association of Small Business Investment Compganies
“SBIC FinabySt ag,; ” SWe p hthttp:dvve.sbia.ordp@gessbic_financing
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